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WEDNESDAY, JUNE 13, 1956 


Unirep Srares SENATI 
COMMITTEE ON INTERST Ee AND FMorricn ComMErRcC! 
, > oe a ‘ 3 : ye 
SURCOMMITTEE ON MERCHANT MARINI (D FISHERIES, 


Was hingtor P }), ( 


The subcommittee met at 2:25 p. m., in room 157, Senate Ofhee 
Building, Hon. Sam J. Ervin, Jr., presiding 


Present: Senator Ervin 


Senator Ervir We are here to consider S 3877. a bill to promote 
the development and rehabilitation of t! coastwise trade, to eneour- 
age the construction of new vessels, and for other purposes Befor 
we beem, let the record show that there has been an error in the 
printing of the Senate bill. On page 7, lne 2, the word ‘“‘loss 
sho tld he dele ted and the word “Hhases’”’ in erted in its piace 

This lil] provides for t} e charter of some 20 Governm« nt-owned 
tankers now in lavup for D vears or longer, The applicant MUST ATi'e 


, 


tall earvo decks suitable for carriage of trailer bodies and must 





i 


also agree to construct in the United States 1 new 32,000-ton suner- 
tenker for each 2 tankers chartered, Each new tanl 


} 1 
Y i 1ye* *O>] 
cer WI) yn) 


fined to the oastwise trade for 10 vears after its construction 


S. 03/4 18 as follows:) 


3877, 84th Cong.,, 2d ses 
4 BILL To promote the velopment and rehabilitation of the coastwise trade to 
construction of new vessels, and for other purpo 


36 


) , ’ , . > at 1 Oy ° 
a enacted by the Senate and TTouse ol Representatives of tl [ nited States of 


( 
{merica in Conaress assembled, That, (a) in order to encourage the construction of 
new vessels, and to promote the development and rehabilitation of the coastwis« 
trade, the Secretary of Commerce hereafter in this Act referred to as the ‘‘Secre- 
tary’) is authorized to charter for bare-boat use to any citizen of the United 
States the following T2—SK—A2 tankers: Mission De Pala, Mission San Antonio, 
Mission Capistrano, Mission Santa Cruz, Soubarissen, Mission Loreto, Mission 
San Luis Rey, Sebee, Mission Dolores, Mission Purisima, Mission San Diego, 
Mission San Fernando, Mission San Luis Obispo, Mission San Rafael, Mission 
Santa Ana, Cahaba, and Pamanset, and the following T2-SE—A1 tankers: Esso 
Cumberland, Esso Roanoke, and Esso Memphis, and such other T2-SE—-A1 and 
C2—-SK-A2 tankers of this class as may be applied for. 

(b) As used in this Act, the term “citizens of the United States’? includes 
corporations, partnerships, and associations but only those which are citizens of the 
United States within the meaning of section 2 of the Shipping Act, 1916, as 
amended. 

ce) No charter shall be made under this Act with any applicant who does not, 
n the determination of the Secretary, possess the qualifications necessary to 
enable him to operate the tankers eligible for charter under this Act in the United 
States domestic coastwise trade. 


1 Staff member assigned to this hearing: Albert B. Luckey, Jr. 
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d) Each charter made under authority of this Act shall be for a period of five 
years except that, upon agreement by the Secretary and the applicant, a charter 
mav be made for a longer period. 

e) The charter hire for any tanker chartered under this Act shall be at the rate 
of 15 per centum per annum of the statutory sales price of such tanker, computed 
by the Seeretary as of the date of charter in accordance with the provisions of 
section 3 (d) of the Merehant Ship sales Act of 1946 (60 Stat. 41) but without 
regard to the last two sentences of such section 3 (d) 


f) KMaech charter made under authoritv of this Act shall contain the following 


( qaitiol 

1) The e terer shall, at his expense, install on the chartered tanker an 
pper deck suitable for the carriage of cargo containers having an aggregate 
capacity of not less than one thousand tons gross weight. Such installation shall 


be in accordance with plans and specifications approved by the Secretary. 


2) If the charter is terminated prior to expiration for any reason not the 


fault of t charterer, or the vessel becomes a constructive or actual total loss, the 
United States shall pav tot ie charterer the depreciated cost of such deek installa- 
rr the purposes of this subsection, the cost of such deck installation shall 

he depreciated at the rate of 20 per centum per annun 
3) The chartered tanker shall be restricted to operation in the United States 


coastwise trade, except that, with the approval of the Secretary, such vessel may 
be operated in any other trade if such operation is for the account of any depart- 
ment or agenev of the United States 

} “ nen re lelivers d to the United States, such chartered tanker shall be in as 
good operating condition, including elass, as when delivered to the charterer, 
ordinary wear and tear excepted. 
5) Such other terms and conditions as the Secretary deems necessary to pro- 
tect the interests of the United States. 

Sec. 2. The Secretary shall place each tanker eligible to be chartered under the 
provisions of this Aet in good operating condition, including class, before it is 
chartered, and the expense thereof shall be that of the United States. 

a. t only in pairs or in multiples 
rf tw Each applicant for a charter under this Act must agree that for each two 
tankers chartered to him under this Aet the applicant will cause to be constructed 
in a United States shipyard or shipvards one dual purpose cargo-tankship of not 
less than thirty-two thousand tons deadweight, designed for the carriage of 


Sec. 3. Tankers shall be chartered under this Ac 





liquid cargo, e juipped with ar upper deck suitable for the iage of cargo in 
containers, and having a speed of at least eighteen knots. a period of ten 
; i ig I } 


vears after its construction no cargo-tankship constructed pursuant to this Aet 
shall be operat lina iN trade other than the | nited States domestic coustwise 


trade Such agreement shall contain sueh terms and conditions as the Secretary 


ieems cessury to protect the interests of the United States 

SEC } 4 Ko each new cargo-tit kship to be constructs d in acc rrdanece with 
section 3 of this Aet the charterer or an affiliate under common ownership with 
suc] rter may trade in to the United States two drvy-cargo vessels for an 
ulowance of credit to the charterer The allowance shall be paid, by the Secre- 
ti on terms and conditions approved by him, to the s} ip builder constructing 
the new eargo-tankships. To be eligible to be traded in under this seetion, a 


drv-eargo vessel 1an one thousand five hundred Zross tons; 
2) not less than twelve vears old; (3) a war-built , as defined in section 3 (b) 
of the Merehant Ships Sales Act of 1946 (60 Stat. 41 1) owned by a citizen or 
eitizens of the ty it id States 5 docume) { d unde r the laws ( f the | nited States 
for not less than three years immediately preceding the date of its physical delivery 
to the United States; (6) a vessel that has been owned by the charterer or an 
affiliate under common ownership with such charterer for not less than three years 
immedi tely preceding the date of its p ysical delivery to the United States; 
7) free and clear at the time of title transfer of all liens and eneumbrances what- 
soever, other than mortgage indebtedness due the United States; and (8) in class 
satisfactory to the Secretary on the date of its physical delivery to the United 
States with respect to its hull and machinery. The allowance of eredit for a 
dry-cargo vessel traded in under this Act shall be fixed by the Secretary at the 
time of the signing of the agreement required by section 3 of this Act, at an 
umouat not less than the fair market value for a comparable vessel if such com- 
parable vessel were to be sold at such time of signing for operation under foreign 
registry or flag The allowance of credit for such vessel shall be reduced by the 
umount of anv mortgage indebtedness on such vessel due the United States and 
| be thereupon discharged. The owner of a vessel being 
traded in under this seetion shall have the right to charter such vessel for such 


must be 1 not less 





such indebtedness shal 
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period of time as such owner may desire but not bevond the voyage current at the 
time of the delivery to such owner of the new cargo-tankship with respeet to which 
such owner received an allowance of credit for such dryv-cargo vessel. Charter 
hire for the vessel traded in shall be paid to the Secretary at the rate of 15 per 
ecentum per annum of the statutory sales price of such vessel, computed at the time 
of charter in accordance with the provisions of section 3 (d) of the Merchant Ship 
Sales Aet of 1946 (60 Stat. 41). 

Sec. 5. No gain shall be recognized to the charterer, or to an affiliate under 
common ownership with such charterer, for the purpose of Federal income taxes in 
the case of a trade-in of a dry-cargo vessel to the Secretary under this Act. The 
basis for gain or loss upon a sale or exchange and for depreciation under the appli- 
cable Federal income-tax laws of a new cargo-tankship constructed pursuant to 
this Act shall be the same as the basis of the dry-cargo vessel or the sum of the bases 
of the dry-cargo vessels traded in for credit, increased in the amount of the cost of 
such new cargo-tankship (other than the cost represented by such dry-cargo 
vessels) and decreased in the amount of loss recognized upon such trade-in. 

Sec. 6. No charier shall be made under this Act on or after two years from the 
date of enactment of this Act. 

‘ WY 2 ri = : sa r ae } att... } 

Senator Ervin. The first witness who is scheduled to testify today 
is Adm. Walter C. Ford. 

7 ‘ sen ik ; 

We will be glad to hear from vou at this time, Admiral, 


STATEMENT OF ADM. WALTER C. FORD, UNITED STATES NAVY 
(RETIRED), DEPUTY MARITIME ADMINISTRATOR 


Admiral Forp. I have a prepared statement, Mr. Chairman. 

Gentlemen, the bill, S. 3877, would authorize and direct the Secre- 
tary of Commerce, during the 2 years after enactment of the bill, to 
bareboat charter to c ‘itizens of the United States 20 named T2 tankers, 
and any other t tani cers of this class that may be applied for, in pairs or 
iN multiples of 2, for charter periods of at least 5 years, for use ex- 
clusively in the United States coastwise trade except that with the 
approval of the Secretary of Commerce such vessels may be operated 
in any other trade for the account of any department or agency of 

he United States, at annual charter rates of 15 percent of the statu- 
tory sales price of the vessels determined under section 3 (d) of the 

Merchant Ship Sales Act of 1946, but without regard to the floor 
price of the vessels of 50 percent of their domestic war cost. The bill 
further provides that the Secre tary shall, at the expense of the United 
States, place each tanker in good operating condition, including class, 
before it is chartered. 

The bill is intended to provide a means for interim operations while 
constructing new dual-purpose tankers to aid in rehabilitating the 
domestic coastwise tre ade, and aid in upgrading the ns tion: al defense 
reserve fleet. The bill, however, is too narrow in its application, and 
several of its provisions, including the charter rate and trade-in 
provisions, are not satisfactory. We recommend that consideration 
be given to amendments hereinafter etlaas d. 

The De ‘partment of Commerce now las 39 tankers under its juris- 
diction in the laid-up fleet, including the 20 tankers named in the bill. 
Of the 20 tankers named in the bill, the Navy has requested the per- 
manent transfer to it of 10 of the T-2-SE-A2 tankers bécause it ean- 
not at present charter tankers at reasonable rates. 

The bill would not permit the chartering of dry cargo vessels in the 
laid-up fleet as an inducement to the building of new vessels for the 
domestic trade. The words ‘to charter for bareboat use to any citi- 
zen of the United States” on line 7, page 1, and all of lines 8 through 








4 TANKER AND CARGO TANKSHIP CHARTER AND CONSTRUCTION 


1) on pave 1, and lines 1 through 6 on page 2, should therefore, be 
stricken out and a comma and the following substituted therefor: 

not withstanding the provisions of section 11 of the Merchant Ship Sales Act of 
1946, as amended, and section 510 (h) of the Merchant Marine Act, 1936, as 
amended, to bareboat charter to citizens of the United States vessels under his 


jurisdictio 


Line 15, page 2, should be amended by striking out the word § tankers” 
: ‘3 : ’ 
and substitutine the word ‘vessels Line 16, pave <2, Bian he 
amended by nserting after the word ‘“coastwise’’ the words “or 
rit ( AST 5 
™ tion | Cj) s ul by amended by striking out of line 15 the werds 
tankers eligible for charter’? and substituting therefor the words 
ssels for which he has applied 
senat Ervir What would be the effeet of that amendment to 
\ iii! Ii Tl = \ ould elie il tn DrOovVIsSlO 
“ wv Ervin. In ot r we Is, extend it 
n Thatisi nt: t nv ve el ned CALZO Vesseis 
An i¢ p> \ 3? 
\ ra Chat is iit 
Since other applicants might int to charter a vessel for a period o 
‘ 1 > vea the bill should be amended by striking out the 
£ re contained wu section 1 d) and substituts ig therefore the 
| iowll 
Ol f tl Act shall be for such period as the 
gi SE an . letern 
The er rate pro\ ided in the bill is 15 percent per vear of the 
itntory sales price of the vessel under the Merchant Ship Sales Act 
of a tanke nder che 1946 act is 87's percent of the prewar domestic 
cost of a tanker of that type, with certain adjustments including a 
reduction of 5 percent per annum for depreciation from the date bi 
delivery of the vessel by the bu to date of charter, but the pu ce 
annot be reduced by these adjustments below the floor price whic! i 
0) peree) t @ t } dome ste war cost ol ve ssels of the same type The 
lustes tatutory sales 1) ice, without regard to the floor price, ol a 
anker in the reserve fleet selected at random is approximately 
$790,000; its floor price is approximately $1,500,000: and its unad- 


justed statutory sales price is approxim: iiely $2 million. 

The Secretary of Commerce now has limited chartering authority 
under section 5 of the Merchant Shin Sales Act of t ns amended. 
Charters for Seaton in domestic trade are made under thatsection 
at the rate of 8! percent of the unadjusted statu tory sales price or of 
oor price, whichever 1s higher, with an additional 6% percent, if 
earned, and with a recapture provision at such rate as appears reason- 
able under the circumstances. The charter-rate provisions in the 
1946 act are in our opinion reasonable. The bill should be amended, 
therefore, by 6triking out the language contained in section 1 (e) and 
substituting therefor the following: 

The charter hire for any vessel chartered under this Act shall be determined 

ler section 5 of the Merchant Ship Sales Act of 1946, as amended. 

Section 2 of the bill would require the United States to pay the cost 
of placing ihe vessels in good operating condition, including class. 
Some vessels in the reserve fleet are in poor condition and would 
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quire extensive repairs, meluding bulkhead work. The Emergency 
Ship Repair Act of 1954 directed the Secretary of Commerce to formu- 
late and carry out a program, not exceeding $25 million, of repairing 
modernizing, and converting such merenant-type vessels in the na 
tional defense reserve as may be necessary to provide an adequate 
and ready reserve fleet of merchant-tvpe vessels. 

The purposes of this act were to upgrade the national defense reserve 
fleet and to place work in shipvards so as to aid in maintaining a 
proper mobilization base. The bill, S. 3877, would serve the same 


purposes. The cost of this work, therefore, aks be considered a 
proper charge to the United States. Part and pe ‘haps all of this 


has 

cost would be offset by the charter hire earned under the bill. Section 
2 should be amended to strike out the words “tanker eligible’ and 
substituting the word ‘vessel.’’ 

The bill would require the charterer to place skeleton decks on the 
chartered vessels. From an engineering standpoini, the fitting of 
skeleton decks on T—2-SKE-—A1 and T ' SE-—A2 type tankers is known 
to be feasible and practical. It may be, however, that not all appli- 
cants would want to make this modifieation of the vessel, and that they 
would desire to make other modifications. The bill should be amended, 
therefore, by striking out the language in section 1 (f) (1) and sub- 
stituting therefore the following: 

The charterer may, at his own expense, make such modifications of the vessel 
as the Secretary of Commerce approves. 

The bill would require the United States to pay the charterer the 
cost of the skeleton deck depreciated at the rate of 20 percent per 
annum, if the vessel should become an actual or constructive total loss 
or if the charter is terminated without the fault of the charterer. 

The bill also provides that the Secretary of a can plac 
in the charter such conditions as he deems necessary to protect the 
interests of the United States. Under this provision, we contemplate 
that two conditions would be placed in the charter, a requirement 
that the charterer, ac his own expevse, insure the vessel, and thac the 
Secretary during a national emergency may terminate the charters on 
such notice as he shall determine. The insurance would be assigned 
to the United States and, in the event of actual or total constructive 
loss of the vessel, would be distributed between the United States and 
the charterer ‘‘as their interests may appear.’’ This would be taken 
care of in the charter. 

On the other hand, if the United States terminates the charter before 
the end of the charter period, it seems reasonable to pay the chartere: 
the depreciated cost of the improvement. The bill should be amended, 
therefore, by striking out the language contained in section 1 (f) (2 
and substituting therefor the following: 


If the Secretary of Commerce terminates the charter prior to expiration of the 


charter period, the United States shall pay the chartere! e depreciated cost of 
any capital improvement he has, with the consent of the Secretary of Commerc 

nade to the vessel. For the purposes of this subsection, the capital improvement 
shall be depreciated on a straight line basis over the period of the charter remaining 


after the capital improvement is completed. 

The bill would restrict the operation of the vessel to the United 
States coastwise trade except that it could be operated in any other 
trade for the account of any agency or depart nt of the United 
States. If the operation of the vessels in the coastwise trade should 


9 


79753—536—— 
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become unprofitable, this provision might cause the charterer to 
default, since, with the exception noted, it prevents the operation 
of the vessel in any trade except the coastwise trade. This might 
prevent the construction of the new vessels. 

Line 18, page 3, should be amended by striking out the word 
“tanker’’ and substituting the word ‘“‘vessel.”’ 

Section 3 of the bill requires the charterers to agree to construct 
new tankers. Since some applicants may desire to construct some 
other type of vessel, the section should be amended by striking out 
the first three sentences and substituting therefor the following: 

Each applicant for a charter under this Act shall agree that, within a period 
to be determined by the Secretary of Commerce, he will cause to be constructed 
in the United States shipyards a vessel or vessels with utility value not substantially 
less than that of the vessels chartered to him under this Act, and that for a period 
of ten years after completion of construction, such new vessel or vessels, except 
with the approval of the Secretary of Commerce, shall not be operated in any 
trade other than the United States coastwise or intercoastal trade. 

The trade-in provisions of the bill are substantially the same as 
those contained in section 510 of the Merchant Marine Act, 1936, 
except: 

The bill would fix the trade-in price of the vessels at their 
world market value for operation under foreign registry, whereas 
under section 510, scrap value, depreciated value based on a 
20-vear life, and market value for use in world trade or in the 
foreign or domestic trade of the United States must be con- 
sidered in arriving at the trade-in price of the vessels; 

(2) The bill would fix the charter hire for use of the traded-in 
vessels at the rate of 15 percent of the statutory sales price of the 
dry cargo vessels, whereas section 510 provides that the charter 
hire shall be the reasonable value of the use. 

The provisions of section 510, with respect to trade-in of vessels, 
are in our opinion reasonable, and in our opinion should govern the 
trade-in of vessels under the bill. The bill should be amended, 
therefore, by striking out sections 4 and 5 and renumbering section 6 
as section 4. 

We favor the objective of the bill in the interest of rehabilitating 
domestic ocean-going shipping, and upeuinaaa consideration of the 
amendments herein “proposed. Due to the urgency of the matter, 
we have presented these comments without securing the final advice 
of the Department of Commerce or the Bureau of the Budget as to 
the relationship of S. 3877 to the program of the President. 

Senator Ervin. Thank you, Admiral. You have made a very 
clear exposition of what I understand to be the position of the Mari- 
time Administration with reference to the bill. As 1 understand it 
the Maritime Commission favors broadening the bill so as to take in 
all types of laid-up vessels, and not restrict it to tankers as it is in 
its original form? 

Admiral Forp. Yes, sir; to all types of vessels, and also to eliminate 
the naming of the ships specifically. 

Mr. Luckey. Admiral, in your amendment you did not change 
section 6 of the bill, did you? You just moved it back to section 4? 

Admiral Forp. Renumbered section 6 as section 4. 

Mr. Luckey. Do you have any comments on section 6? 

How do you interpret that? 
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Admiral Forp. The applicant has 2 years in which to come in 
under this bill, and to charter the vessels under the various conditions, 
one of which is to contract for the building of one new vessel for each 
two vessels chartered. 

Mr. Bourson. What is the time requirement on such a contract, 
Admiral? 

Admiral Forp. The time required to build? 

Mr. Bourson. Say that they arranged to charter these 20 tankers 
in a 2-year period, would the Administrator determine when they would 
have to start actual construction of those new tankers at the time he 
makes the charter? 

Admiral Forp. I would think that when he comes in to charter 
these vessels that he would at that time be able to sign a building 
contract for each vessel in return for the two charter vessels. 

Mr. Luckey. In other words, it is your interpretation that no 
building contract would be signed after a 2-year period? It would 
have to be signed within that 2-year period? 

Admiral Forp. | would say so; yes. 

Senator Ervin. Thank you, Admiral. We appreciate your appear- 
ing and testifving. 

Admiral Roscoe F. Good is our next witness. 

I might state, Admiral, to you and to all the other witnesses, who 
have prepared statements: As far as the committee is concerned, it 
is satisfactory for you to either read your statement or, if you prefer, 
to insert your entire statement in the record and make an oral state- 
ment, vou can adopt either course that you prefer. 


STATEMENT OF VICE ADM. ROSCOE F. GOOD, UNITED STATES 
NAVY, DEPUTY CHIEF OF NAVAL OPERATIONS (LOGISTICS), 
ACCOMPANIED BY VICE ADM. FRANCIS C. DENEBRINK, UNITED 
STATES NAVY, COMMANDER, MILITARY SEA TRANSPORTATION 
SERVICE 


Mr. Goop. My statement is not long and I would prefer to read it. 
With the committee’s permission I would like to have Admiral 
Denebrink sit at the table with me. 

Senator Ervin. That will be fine. 

Mr. Goon. I am Roscoe F. Good. I am Deputy Chief of Naval 
Operations for Logistics in the Office of the Chief of Naval Operations, 
Department of the Navy. 

The proposed legislation, S. 3877, being considered by the com- 
mittee today has been carefully reviewed by the Department of the 
Navy. Since the bill deals with amending certain provisions of 
section 11 of the Merchant Ship Sales Act of 1946, Public Law 321 
of the 79th Congress, I am prepared to testify with regard to the 
responsibilities of the Secretary of the Navy in preserving the integrity 
of the national defense reserve fleet established by that act, and to 
acquaint the committee with certain related aspects of the current 
military logistics problem in the petroleum area. 

1 might msert here that my remarks apply equally to Senate Joint 
Resolution 177, which is similar legislation but not immediately 
before the committee. 

The Department of the Navy vigorously supports the concept of 
maintaining a national defense reserve fleet. From the viewpoint of 
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national defense mobilization requirements a privately owned and oper- 
ated United States merchant marine of sufficient size quantitatively 
and qualitatively to meet defense requirements would be an ideal 
situation. With this in mind, I have previously stated to committees 
of Congress that | consider the most valuable type merchant ship, 
from the viewpoint of national defense, to be that ship which Is actively 
operating and returning a profit to its owners. I am still of that 
opinion. 

However, the Secretary of the Navy and the Chief of Naval Oper- 


ations have major responsibilities in the field of petroleum logistics 
on which some aspects of the proposed legislation impinge in un- 
acceptable degree. 

Navy interest in 8, 3877 1s, therefore, concerned with: (1) the im- 


pact this legislation would have on the military logisties system, and 

») certain detailed recommendations with regard to imeorporating 
adequate prov isions to safecuard the requirements of national defense. 

lt is necessary, therefore, for me to develop in suflicient detail those 
elements of the existing situation with regard to military petroleum 
requirements as will convince the committee beyond any reasonable 
doubt that, strongly as the Navy supports this legislation in principle, 
certain features of it would jeopardize the national defense. 

The Department of the Navy has no choice, therefore, but to op- 
pose th se fe atures. 

Senator Ervin. I presume that your statement is directed toward 
the original bill, and it was prepared without advantage of the changes 
suggested by the Maritime Commission. 

Admiral Goon. That is correct, sir 

The objectionable features, in its original form, are: 

|. The specification of tankers by name and by type 

2. Lack of provision for recovery of the vessels by the Department 
of Defense when required to meet military logistic needs which cannot 
be met by commercial interests or to meet emergency requirements 
under conditions short of full mobilization 

[ will later recommend specific changes which, if incorporated, 
could make this legislation wholly ucce pti able to the Department of 

Before developing in detail the factors which have led to the above 
objections, | feel it is necessary to briefly review certain of the clearly 
defined logistic responsibilities assigned to the Chief of Naval Opera- 
tions. He is assigned responsibility for the task of “logistics adminis- 
tration and control” which embraces the planning , forecasting and 
determi ing the re quire! ments of the Ope rating forces of the Navy for 
equip! nent, material, personnel and supporting services, and for co- 
ordinating and directing the efforts of the bureaus and offices of the 
Navy Department as may be necessary to effectuate availability and 
distribution of these requirements. 

The Secretary of the Navy has been designated as the single 
manager for ocean transportation by the Secretary of Defense. As 
such, the Secretary is responsible, among other things, for providing 
effective and economical ocean transportation for all the armed serv- 
ices. This is a direct responsibility to effect the required overseas 
movement of personnel and material to meet the needs of all the 
military services. This responsibility is discharged through the 
medium of the Military Sea Transportation Service. 
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Changes in the tanker market over which the Navy had no control 
began to indicate as early as last fall that commercial augmentation 
of the MSTS nucleus tanker fleet was inadequate to meet military 
needs. Efforts to provide the required tanker lift, and simultaneously, 
to operate within the provisions of Public Law 664 (the 50-50 law 
or Cargo Preference Act) became increasingly difficult as early as 
January of this year. 

Vice Adm. F. C. Denbrink, commander, MSTS, is in company 
with me today and he will describe this situation in detail. For my 
purpose, it is only necessary to state the end result, which is a current 
shortage of 40 vovages. 
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This shortage has resulted despite the fact that there has been no 
significant increase in military petroleum requirements during the 
period in question. It led directly to the action the Secretary of the 
Navy initiated on May 22 when he requested the Secretary of Com- 
merce to reassign 10 of the 17 'T2-SE-A2 tankers in the national 
defense reserve Fleet to MSTS for contract operation for the Govern- 
ment. 

On June 6, the Secretary of Commerce agreed to this transfer of 
custody. Subsequent to this request, the situation has failed to im- 
prove, and it is now necessary that the Secretary of the Navy request 
additionally, that the remaining seven T2-SE- 4 tankers in the 
national defense reserve fleet be reassigned to MSTS. 

Four factors in connection with these anus s are considered 
worthy of special mention: 

First, the action outlined was in no way influenced by this proposed 
legislation, but stemmed directly from the urgent need outlined above. 
The action was withheld until this time in order to explore every 
practicable means to satisfy the military requirements within the 
framework of the Cargo Preference Act. Also, the traditional seasonal 
slump which would normally alleviate this situation did not material- 
Ze. 

Second, the 17 tankers requested were all formerly USNS tankers 
whicl h were placed in the N DRF by the MSTS. 

Preparatory to being placed in the reserve fleet, these tankers were 
overhauled by the MSTS at a cost of several million dollars. These 
funds were expended in order that these 17 tankers would constitute 
a ready reserve available on very short notice to meet military logistic 
needs which cannot be met by commercial interests or to meet emer- 
izeney requirements of the Department of Defense under conditions 
short of full mobilization. 

That this was, in fact, a wise decision in terms of national defense 
is best illustrated by the present circumstances existing in the tanker, 
charter market versus the immediate requirement for the transporta- 
tion of petroleum products to fill prescribed stoc k levels, 

Third, the stock position has deteriorated in one area to a point 
requiring a military commander to request authority to use mobiliza- 
tion reserve stocks, if necessary, to meet operational requirements. 

fourth, the Armed Services Petroleum Purchasing Agency has 
voiced concern over, and has received complaints from industry for 
the failure of the Government to lift scheduled procurement. 

For the reasons outlined above, enactment of this legislation in the 
exact form proposed, would actually deprive the Navy of the only 
means immediately available to it to fulfill its logistics responsibilities 
to the military services. 

The specific changes I referred to earlier that I would recommend 
for incorporation in the bill, are as follows: 

(1) The Secretary of Commerce shoul | be authorized to charter 
T2 tankers to United States citizens, but the tankers so authorized for 
charter should be specified neither as to type, that is, T2-SE—A2 or 
T2-SE-A1, nor should they be specified by name. This determina- 
tion of specific ships should be resolved as a matter of agreement 
between the Maritime Administration and the charterer, at the time 
of charter, subject to the determination by the Secretary of the Navy, 
in each instance, that the proposed charter will not adversely affect 
the national defense. 
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(2) The Department of the Navy should be given the opportunity 
to approve or disapprove the plans for cargo decks to be constructed 
or for any other proposed conversion to the chartered tankers, based 
solely on the effect the proposed alterations might have on the defense 
characteristics of the vessels. 

(3) The Department of the Navy recommends that section 3 of the 
proposed bill be modified to permit the newly constructed tankers to 
be employed in other than the domestic coastwise trade when operated 
for the account of a department or agency of the United States. 

(4) Finally, the Department of the Navy recommends that the 
legislation provide for the availability of the chartered vessels to the 
Department of Defense when required to meet military logistic needs 
which cannot be met by commercial interests or to meet emergency 
requirements under conditions short of full mobilization. 

In summary, Mr. Chairman, I should like to urge upon this com- 
mittee as strongly as I can that for the reasons I have set forth today, 
this bill not be enacted in its present form. 

I further urge you to favorably consider modifying the bill to include 
the specific recommended changes I have mentioned. With these 
changes, the bill represents a further legislative incentive to increase 
our active United States merchant marine, and as such, it is a measure 
to which the Department of the Navy may lend its wholehearted 
endorsement and support. 

The ships proposed for new construction will be of great value in 
an emergency, and their construction in United States shipbuilding 
yards would materially aid in the maintenance of a ready mobilization 
base of ship construction facilities and skills. 

Senator Ervin. I noticed Admiral Good, that you and Admiral 
Ford made some of your recommendations virtually identical. For 
example, you both recommend that the provision of the proposed bill 
that specifies the particular types of tankers, the particular tankers, 
be eliminated, so-as to leave that matter for negotiation between the 
charterers and the Government. 

Admiral Goon. That’s right. 

Senator Ervin. And also both of you recommend that there should 
be a provision, an amendment made to provide what we here on the 
Hill call recapture provisions, in case the Government should need any 
of the chartered vessels or chartered tankers for national defense. 

Admiral Goon. Yes, sir. 

Senator Ervin. Of course, the amendments suggested by Admiral 
Ford I notice go further than yours in the coverage of the bill in that 
he recommends the bill be amended so as to cover all laid-up vessels 
| don’t know whether you would care to comment on that recommen- 
dation at this time or not. 

Admiral Goop. The Department of the Navy would have no ob- 
jection to removing the limitation to tankers and including also dry- 
cargo and other type vessels. We would not object to that. I might 
say that the recommendations of the Maritime Administration and 
those which I have presented for the Navy were arrived at inde- 
pendently. 

Senator Ervin. That is what struck me, that they were arrived at 
independently, and on the salient features of the bill they were vir- 
tually identical in nature. 

Admiral Goon. The charter terms covered in the Maritime Admin- 
istration recommendation I would not consider myself qualified to 
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lor a comprehensive understanding of the situation as it affects the 
r petroleum products, it is nee ‘ssaryv to go back 
sto 1947 and 1948. At that time, private industry was un- 

le to satisfy the tanker transportation requirements of the military 
departments 0 the Pre sid Nt of the [ nited States cenused some 55 
World War II built T-2 tankers, which were then in the National 
Defense Reserve Fleed, to be transferred to the custody of the Depart- 
ment of the Navy in order that military cargoes could be transported. 


ry 


incorporated into the Military Sea Transportion Service. The cost 


That. in essence, was the ongin of the nucleus fleet of tankers later 
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of activating and conditioning these ships for service was about $42 
million. I mention this figure only because it represents the Navy’s 
capital investment in the conversion and repair of the ‘se vessels which 
amount is, of course, in addition to the Government’s initial construe- 
tion costs. 

By March 1950, because of reductions in the military’s petroleum- 
transport: ition requirements, 17 of the 55 T—2’s had been ins activated 
or were in the process of inactivation for layup in the Navy’s Reserve 
Fleet. At this time, with a view to alleviating in some rg the then 
prevailing distressed condition of the tanker industry, the Navy initi- 
ated steps to inactivate 8 additional T-2’s, reducing the MSTS 
nucleus 2 tanker fleet to 30. 

The then Assistant Secretary of the Navy, Mr. John T. Koehler, 
testified before your committee to this effect on Mareh 21, 1950. 
Because of the intervention of the Korean war, the inactivation of 
these additional eight T—2’s was not undertaken. 

The last of the original 17 T—2’s entered the Navy Reserve Fleet 
on July 4, 1950, 10 days after the outbreak of hostilities in Korea 
By July 21, 1950, the first of these tankers was reactivated, followed 
in rapid succession by the remaining 16, and the MSTS T-2 tanker 
nucleus fleet was restored to 55. 

We were truly fortunate at the commencement of the Korean war 
in having available a substantial nucleus fleet of tankers which were 
immediately responsive to military logistic needs. 

It is a fact that the nucleus fleet alone was unable to satisfy the bulk 
petroleum transportation requirements of even a limited war, but it 
was not then, and is not now, the idea that a nucleus fleet should be 
able to do so. The extraordinary supplemental requirements of the 
Korean war were carried by the privately owned tanker fleet in ships 
made available to MSTS through the voluntary tanker pool, starting 
in December 1950 

This, I might say, is in accordance with the concept under whic h 
the Navy has always sponsored the maintenance of a te althy United 
States-flag merchant marine as an essential element of national 
defense. 

In 1952, MISTS entered into a contract with the Orion Shipping & 
Trading Corp. for the 5-year time charter of four 29,000 DWT 
tankers. Asa result of this, commencing in November 1953, as these 
tankers were delivered MSTS inactivated § of its T-2 tankers, re- 
ducing the 55 T-2 tankers to 47. 

In March 1953, when the Korean emergency had eased and tanker 
tonnage ceased to be critically short, MSTS discontinued calling on 
the voluntary tanker pool for shipping and sought to fill its require- 
“oe for commercial tankers in s open market. 

Following the wartime high-market days, there was an inevitable 
market reaction. For a time prices tumbled, a number of privately 
owned ships were laid up, and some of the operators experienced 
difficulties. The plight of the tanker industry was undoubtedly a 
factor contributing to the introduction of the so-called 50-50 bill. At 
the hearings on this bill, | appeared as spoke sman for the Department 
of Defense and opposed its enactment. This opposition was based 
primarily on the grounds that military responsibility demands 
effective military control over adequate and responsive logistics 
capability. 1 would like to quote briefly from my testimony before 
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the Senate Committee on Interstate and Foreign Commerce on May 
13, 1954: 


** * In handling the affairs of the Department of Defense we have two 
elements We have the fighting forees, * * * But the logistics support of our 
“ombatant forces is of ever-increasing importance. Ocean transportation is one 
f the important facets of logistic support. 

* * Tsay this: That courage just ain’t enough; that our fighting forces are 


not enough; that logistic support must put our combatant troops and their sup- 
plies where they are needed and when they are needed, and in the amount required. 
But I go further and I say this: That the control of logistic support—and that 
neludes the facet of ocean transportatio must be placed in the hands of the 

iitarv commander and be respol sibe to him; beeause on him has been droppe: d 
t mantie of responsibilits for the suecess or failure of our troops in aetion, To 
ler him the responsiveness of logistic support Is to render precarious the suecess 


ur military operation 


While, fortunately, we are not engaged m battle action at this time, 


it is of equal importance that the installations we have established in 
the farflung reaches of the world be assured of constant and depend- 
able logistic support to maintain their posture of readiness. 

Notwithstanding the opposition of the Department of Defense, the 
50-50 bill, including application to military petroleum products, was 
enacted into law. Within e matter of hours following its enactment, I 
ordered the commencement of inactivation of tankers from the nucleus 
fleet to achieve the purpose and intent of that law. 

| feel that I would be less than candid with this committee were | 
not to say that the conscientious effort we have made in MSTS 
comply fully with the letter and spirit of the Cargo Preference Act 
has contributed to the critical situation with which we are now faced 
in the area of military petroleum transportation. 

Senator Ervin. I wish Vou would elaborate on that 
Admiral Denesrink. I think vou will find that 1 do in my state- 
ment, Senator. 
wenator Ervin. All right. 

Admiral DienreBriInK. Because of the inactivity of some 80 pri- 
vately owned tankers in 1954, the Department of Defense was under 
constant pressure from industry and legislative sources to withdraw all 

‘MISTS nucleus tankers from operation. This, notwithstanding that 
the 50-50 law had been enacted mm the meantime, and MSTS had 
reduced its fleet to comply with the en nts of that legislation. 

In January 1955, these pressures culminated in a personal review 
ecretary of Defense of the entire nucleus tanker fleet concept. 
ed in his determination that, except for such inactivations 
« necessary to comply with existing laws, in the light of 
prevailing conditions and with proper regard for considerations of 
national security, no further reductions in the MSTS tanker fleet 
would be made. 

By the summer of 1955 MSTS had placed 14 T—2 tankers in the 
National Defense Reserve Fleet and 8 tankers in the Navy Reserve 
Fleet. Our evaluation of defense requirements and MSTS capability 
for fiscal year 1956 indicated that, soon after the Arctic resupply 
mission was completed in October or November 1955, it would be 
necessary to withdraw three more tankers from operation in order to 
insure continuing compliance with the 50-50 bill. 

In laying up all of these ships I had persons ally directed that each 
ship be completely overhauled and placed “in class” so that in the 
event of need to break out, we could be assured that they would be 
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available for prompt, continuous operation for a minimum of | year 
without concern over possibility of major repairs. 

In addition to complete overhaul, the tank bulkheads were gaged 
on each tanker and, where results of this gaging indicated, structural 
renewals were accomplished. 

From the commencement of the MSTS tanker inactivation program 
in the autumn of 1954, through to the late autumn of 1955, commercial 
availability of tankers for charter to MSTS continued satisfactory as 
to numbers. 

There was a stiffening of prices as early as September 1955 but as 
long as tankers remained available and there was no skyrocketing of 
rates there could be no valid cause for concern. 

In August 1955, and each month thereafter, MISTS entered into 
contracts for tankers not only on a single voyage but also on the 
consecutive voyage basis for periods ranging from 2 to 5 months. 
My method of inviting charters had been to advertise once each 
month, indicating the routes and areas of the military POL movement 
during the next succeeding 60 days. 

In late September 1955, the responses to invitations covering the 
mouth of November were, for the first time, inadequate as to num- 
bers of ships offered. In late October an invitation was issued cover- 
ing the unfilled requirements for November and for the December 
requirements. Again, an insufficient number of ships was offered 
to fill the requirements for December, or to make timely November 
lifts. 

During November, three separate invitations were issued in an 
effort to obtain coverage for December and January 135,000 long 
tons of November cargo was carried over to December and January 
135,000 long tons of November cargo was carried over to December 
and this carrvover, from one month to the next, which 1 will eall 
slippage, now became a regular occurrence each month until the 
present time. 

It was in November that last winter’s upward spiraling of rates 
began. Rates notwithstanding, | fixed practically every tanker that 
offered which was so positioned that it could be emploved by MSTS. 
I must confess that a couple or three got away from me in late Novem- 
ber and early December while | was getting used to the idea of au- 
thorizing the payment of USMC plus 75 percent to plus 125 percent 
so quickly after rates around USMC flat, or less, had been the expec- 
tation. 

Even at these inflated rates, | continued to authorize consecutive 
voyage contracts running to several months; I did, in January, 
specifically decline offers for 1 year charter at the inflated rates 
because it did not seem reasonable at that time that the strong market 
trend could continue indefinitely. As shipping was clearly in short 
supply, I authorized a deviation from the usual procedure of fixing 
only tankers that responded to formal invitation. As the responses 
to invitations were inadequate, I let it be known through brokers, 
agents, operators, and owners that the interest of MSTS was con- 
tinuing and that spontaneous offers would be favorably considered 
to the extent that the tankers being thus offered could be employed 
By this means a few additional opportune ships were fixed. 

By the latter part of December 1955 it appeared that by one 
method or another, sufficient privately owned tankers would be 
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offered in January and February to meet the minimum military 
requirements without too much slippage. I counted on the normal 
seasonal decline in demand for tankers to be manifested by March and 
April and thus ease the situation. This determination was important 
because I was faced with the requirement to inactivate three more 
nucleus fleet T—2 tankers to insure continuing compliance with the 
50-50 bill. Those inactivations were initiated and carried out in 
late December and January. 

Responses to invitations for March and April ships reflected : 
slight increase in availability and a softening of price, thus ssiiniains 
expectations. However, the market bounded right back for May, 
June, and July and indicated an even shorter supply of ships than 
had been experienced from November through February. 

Simultaneous with the sharp upward spiraling of tanker rates in 
December, [ had requested from the Maritime Administrator a 
recommendation as to what constituted fair and reasonable rates for 
tankers for the purpose of adinistering the 50-50 law. 

On January 10, 1956, the Maritime Administrator advised by letter 
that it was his view that a rate of USMC plus 25 percent was fair 
and reasonable to a United States private owner for single voyage 
charters. 

This recommendation notwithstanding, | authorized the payment 
of higher rates for fixtures made in January for January, February, 
and March lifts. On February 16, 1956, the Maritime Administrator 
supplemented his letter and advised that after discussion with private 
owners, he now viewed USMC plus 25 percent as a fair and reasonable 
return to an owner for a 12-month average in the black trade and 
USMC plus 35 percent for the clean trade. 

Senator Ervin. | wish you would explain the meaning of the words 
“black trade” and ‘clean trade.” 

Admiral DeNeBRINK. Senator, if you have gasoline, like aviation 
easoline, highly corrosive to the tanks and the structural frames, that 
is the clean trade. 

But if vou have the black oil, which does not have the corrosive 
action to the degree of the aviation gasoline, that is known as the 
black. 

Senator Ervin. In other words, it is the physical effect on the 
tankers by the cargo, and not the morality of the situation? 

Admiral Denesrink. That is right, sir. 

In view of this supplemental recommendation, MSTS has paid 
single vovage rates as high as USMC plus 125 percent and has fixed 
ships for consecutive voyages running to 3 to5 months’ employment 
at rates of USMC plus 65 percent to USMC plus 107% percent. 

In early May, by separate invitation, I solicited offers of tankers 
for 1-year charter. Only two responses were received, although I was 
pre pared to charter upward of 12 T-2 tankers for this period. Both 
vessels that responded were fixed for 1 year at USMC plus 35 percent 
or the equivalent for clean service. At the end of May, faced with 
a number of uncovered May cargoes, an even larger number of June 
cargoes and a substantial program for July, an invitation was issued 
for both single-vovage charters and for consecutive or time charters 
up tol year. At that time the uncovered cargoes for May, June, and 
July amounted to 53. The responses to this invitation were no ships 
for period charter and only six ships for short-term voyage charter in 
laces ‘ptable position for June and July. 











TANKER AND CARGO TANKSHIP CHARTER AND CONSTRUCTION 17 


The inability of the commander, Military Sea Transportation Serv- 
ice, to provide timely transportation for the military bulk petroleum 
requirements has been a matter of continuing concern and apprehen- 
sion to the Department of Defense during the past winter and this 
spring. The nucleus tanker fleet has been reduced to the point where 
it is no longer an instrument of adequate logistic support under today’s 
conditions, and it appears that adequate numbers of privately owned 
tankers are not now obtainable at any price. 

| have been advised by the Director of the Armed Services Petro- 
leum Purchasing Agency that in overseas areas nondelivery of petro- 
leum products is having a critical effect upon inventory levels, while 
the programed deliveries of bulk petroleum from suppliers is being 
jeopardized because of inability of MSTS to provide tankers. 

At this time the military petroleum transportation situation is at a 
critical stage. To relieve this situation, the Navy has requested the 
Department of Commerce to redeliver 10 Government-owned ‘2 
tankers which had been in Navy custody and which were placed by 
MSTS in the national defense reserve fleet incident to compliance with 
the requirements of the Cargo Preference Act. 

The Department of Commerce has taken affirmative action on this 
request. In addition, | have placed in channels a request for the 
redelivery of the remaining 7 of the MSTS T-2 tankers which are now 
- the national defense reserve fleet. These tankers have, for many 

“urs, been an integral component of the military logistic system and 
Se id been inactivated “in class” by the Navy with special considera- 
tion for the speed with which they could again be placed in active 
service. They are the only tankers in the national an reserve 
fleet which, without extensive inspection and preparatory work, can 
be readily reactivated so as to minimize the effects of the present 
emergency. 

I wish to emphasize that my requests for the redelivery to MSTS of 
these 17 tankers were in no way influenced by the legislation now under 
consideration by your committee. This action was taken only after 
the Commander, Military Sea Transportation Service, had exerted 
extraordinary efforts to obtain United States-flag commercial tanker 
tonnage and had exhausted all means at his disposal to acquire this 
tonnage without leading the market as to rates and even disregarding 
the “fair and reasonable’ rates recommended by the Maritime 
Administrator; and after having accepted all offers made to him for 
charters of 1 year or less for ships that were in a position to be em- 
ployed by MSTS. 

The 17 tankers sought will suffice to satisfy only a portion of mili- 
tary petroleum requirements and reliance must be placed upon pri- 
vate industry to supply the remaining needed tonnage. Assuming 
the response of commercial operators is at least equal to that whic h 
has been offered for June and July, it is anticipated that it will require 
until next December or January to eliminate the backlog and attain 
a current status. 

That completes my statement, Senator. 

Senator Ervin. Do you have any additional observations you would 
like to make? 

Admiral Denrsrink. I would like to say, in amplification, that I 
agree with Admiral Good that the best type of ship to have is a ship 
in operation. Such a scheme as Mr. McLean has proposed in his 
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offer has a great deal of merit, provided that the ships which he takes, 
if the law be enacted, are immediately made available to the Govern- 
ment which owns the ships in the first place, in the event of a critical 
condition. 

Senator Ervix. Then you would emphasize what Admiral Ford 
and Admiral Good have emphasized, as to the necessity of having 
some provision for reeapture of any chartered tankers in the event of 
an emergency requiring their use by Government? 

Admiral Denesrinx. That is correct, Senator. 

I would like to point out, also, that I have gone to some considerable 
length in delineating the problem of these 17 tankers. The MSTS 
put them in the national defense reserve fleet to have them quickly 
available. They were required and overhauled, put ‘in class,” and 
| am not surprised that Mr. Mclean wants the same 17 ships in his 
legislation. 

[t has been necessary for me, in the interests of the Government 
to point out that we now critically need these 17 ships, and | wish 
to emphasize again that the fact that I have asked for them at this 
time is not to circumvent the legislation proposed. 

Senator Ervin. Mr. Luckey? 

Mr. Luckey. Admiral Denebrink, on page 6 of your statement you 
mention eight tankers that were placed in the Navy Reserve Fleet. 
And then no further mention of them has been made. I assume they 
have been utilized and taken out of the reserve? 

Admiral Denesrink. No. They still remain in the Navy Reserve 
Fleet. | would point out a distinction between the lay-up procedures 
of the Navy Reserve Fleet and the lay-up procedures of the Maritime 
{dministration in the national defense reserve fleet. In the Navy 
reserve fleet the inactivation lay-up is a more costly procedure. The 
ships are placed under dehumidification and rather a complete lay-up 
is undergone. 

For us to break out those ships in the Navy Reserve Fleet before 
we availed ourselves of the 17 ships in the national defense reserve 
fleet would be a very costly project, and a project which I could not 
— nor would | recommend it. 

Mr. Luckey. Would vou need anyvone’s permission to break those 
ships out if the cost was not involve dl? 

Admiral Goop. No. The Secretary of the Navy could order them 
out of the reserve fleet. 

Mr. Luckey. What is the difference in the cost of breaking them 
out, one from the Navy and one from the maritime reserve fleet? 
& Admiral Goon. The ratio is about 10 to 1, without quoting any 
figures. I could perhaps make it a little plainer by saying that when 
a ship of this kind goes in the Navy reserve fleet it is put away with 
the assumption that it will not be used short of D-day, therefore it is 
laid up so that it will keep for a long time. It is in the deep freeze. 
The ones that go in the other reserve fleet are not laid up for that long 
term with regard to preservation. It Is a continuing thing. Ac- 
cording to our thinking they are in today’s refrigerator where you can 
eet them out and use them and put them back if that became neces- 
sary. 

My language is perhaps informal but I have tried to make it cleat 

Senator Ervin. It illustrates the point very clearly. 

Admiral Goop. You can’t take a ship out of the Navy reserve fleet 
without drydocking it for one thing, because all of the sea connections, 
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no matter how tightly you close them, are blanked off with actual 
hull patches that go over the opening. In many cases the prope ‘ler 
shafting is withdrawn and the shaft tubes plugge ‘dso that they won't 
leak a single drop while in the reserve fleet. Timewise and moneywise 
it is a much more extensive process taking a ship out of our reserve 
fleet than it is out of the maritime reserve fleet. These T—2’s and the 
others placed in the maritime reserve fleet require only to be crewed, 
provisioned, and supplied in order to go to work. 

Mr. Luckry. The 17 tankers that vou are requesting from the 
Secretary of Commerce, at the present time, vou would need those 
tankers at least until the first of the vear, possibly longer? Is that 
correct? 

Admiral Drenesrink. That period of usefulness is dictated by 
actual need—the availability of private commercial tankers—and | 
think it would be wrong not to mention the fact that we should employ 
them long enough to get prudent return on the investment that we 
have had to lay out for activating them. 

Mr. Luckey. You have no objection to the bill as it stands, as I 
understand it, if Admiral Good’s proposed amendments were inked 
into it so that these ships if leased to a private charterer could be 
made available subsequently to the Navy if they requested it? 

Admiral Denrsrtnk. I heartily endorse the idea of the legislation, 
as amended, according to the views of Admiral Ford and Vice Admiral 
Good. I think it is a fine idea. As I told Mr. McLean, he couldn’ 
have picked a worse time to propose such legislation 

Senator Ervin. I understand that you estimate that even with 
these tankers, if reactivated, that you would require them at least 
until the end of this year to restore your inventories? 

Admiral Denresrink. Yes, sir. 

Admiral Goop. Mr. Chairman if this legislaton had not appeared 
on the scene, unforeseen by Vice Admiral Denebrink and myself, the 
first 10 of these 17 tankers would be loading this week. 

Under existing law the transfer back and forth between Commerce 
and Navy is quite in order. When we entered into this it looked like 
routine. The Secretary of the Navy asked the Secretary of Commerce 
for them. We had a ‘‘Yes’”’ answer to that letter ~ we went right 
ahead on the basis of that plan. We do need these ships very be es 
If the Committee wanted to go into executive session, 1 would | 
willing to go into details concerning this, and document just how com- 
pletely we do need them. I hope I have made myself clear as to the 
sequence of events here. That we do forecast our pe aha ‘um needs 
a year in advance. We provide this information to industry. Thi 
refinery business is a funny one. You can’t buy 10 gallons of this, 
10 gallons of that, and 10 gallons of something else. They want to 
set up a refinery schedule so that they can run a million barrels of one 
product. By matching our requirements and our phase deliveries 
with them, we are then able to do the whole job most effectively, most 
economically, both from the standpoint of business and from the 
standpoint of the Department of Defense. 

However, if they are committed to a refinery schedule 60 to 90 
days in advance, and we don’t lay the transportation on the line, 
they have to shut down. There is no place to put the stuff when 1 
comes out of the refinery products line. That is one end of the pic- 
ture. At the other end is our directed strategic reserve stocks, par- 
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ticularly in overseas areas. There, if you’ cannot’ effect deliveries, 
and they must be effected for two reasons, one is to meet going 
current operations, what is used—some of these products have a 
relatively short storage life so that that which is in reserve has to be 
rotated to current consumption and replaced by material fresh from 
the refinery—we find ourselves in a place where we can’t continue 
current operations unless we eat into the strategic reserve stocks. 
As a director, Deputy Chief of Logistics, I don’t want to be caught 
on D-day with one of my reserves low. 

Senator Ervin. I think we can infer your views. 

Admiral Goop. There is a direct relationship between the con- 
tinuing effectiveness of national defense and our need for these 17 
tankers. 

Senator Ervin. | was going to observe that I think as far as the 
committee is concerned, vou have drawn the inference rather well 
without having to take any testimony in executive session. I think 
that you and Admiral Denebrink have both made your position very 
clear, and that you have emphasized the fact that there is no relation 
between the current need for these 17 tankers and the legislation, and 
also that the Navy would be pleased if there were sufficient shipping 
at all times in the hands of private individuals or companies which 
would be immediately available without any reactivation process. 

Admiral Goop. That is right. If the ship is running it is more 
quickly available than it coule be any other way, particularly ships in 
the coustwise trade to which this bill was originally limited, but be- 
yond which it would be established by some people who have testified 
In connection with it. If the ship is not only running but making a 
profit for its owners, it is in good shape. Rather than losing money, 
when it would be a dog. 

Mr. Luekxry. In the event you did not have an overwhelming 
need right now for these tankers, and the bill as amended or as origi- 
nally proposed or passed were set into operation, what do vou believe 
to be a reasonable time to pass before these new tankers, these new 
supertankers, are ready for service so that they would also be available 
to vou if a subsequent emergency arose? 

Admiral Goon. | think we had better nail that down. Which 
supertankers do vou refer to? 

Mr. Luckry. I am speaking of the supertankers as proposed, the 
new ones that the charterer would build. 

Senator Ervin. In other words, the original bill provides that the 
charterer would build a new tanker for eac h two leased to him. 

Admiral Goop. We have a lot of these things these days that are 
called supertankers. The construction of new tankers under this legis- 
ation will do two very important things. The first one is that it will 
increase our total potential for petroleum movement. in time of war, 
as all the ships would be available, new and old alike. In the second 
place, it will give a much-needed shot in the arm to the shipbuilding 
industry, which is operating today at considerably below its peacetime 
capacity. 

As to the immediate effect, I can only say that when these new ships 
are available for use in peacetime—they are completed now and we 
don’t have a war—-we are still, at least until some further action of 
Congress, bound by the 50-50 law. And at the time these new tank- 
ers became available to us at fair and reasonable rates as prescribed 





TANKER AND CARGO TANKSHIP CHARTER AND CONSTRUCTION 2] 


bv the Cargo Preference Act, we would charter those ships and return 
these T-2’s to the national-defense reserve fleet in the same way that 
we turned them in before when, under the Cargo Preference Act, under 
the then current status of the market we did not need them. 

Mr. Bourson. When do vou expect the first of the long-term char- 
ters to be available to Vou, Admiral? 

Admiral Goop. The four ships which were built under that law 
with appropriated funds, we had hoped that the first one would be 
running its trials now. But the completion of the ship has been de- 
laved by the sirike at the Essington plant of Westinghouse. Turbo 
yvenerators were on order there. We are unable, for the builder they 
are being built in a private vard of course—-the builder is unable to 
complete and effect delivery until he in turn can get delivery of these 
components from the plant which is at this moment struck. So I 
couldn’t predict the time that those ships will actually come into 
service. 

Admiral Denesrink. I can add one thing more. We have esti- 
mated that the ships will be delivered 14 weeks after the strike ends. 

Mr. Bourson. What is the situation with regard to the other 10? 
When would you expect those to be along? 

Admiral Denresrink. That is a matter that is in very sharp regard 
right now. We have had high hopes of finalizing our agreements. 
But | have noticed in the paper here in the last couple of days that there 
has been some difficulty with one of the financial individuals. I 
think that our problem is, at least with regard to some of the ships, 
quite serious, 

If | can believe the article in the Wall Street Journal, it stated that 
the contract for the six ships for Olium Atlantic would be canceled. 
So that will leave us only eight ships at most. 

And none of them have been finalized as to contract, and no keels 
have been laid as of now. 

Mr. Bourson. In your fourth suggestion, Admirai Good, vou 
recommend that the legislation provide for the availability of these 
vessels, to be chartered, to meet the military logistic need which cannot 
be met by commercial interests, or to meet emergency requirements 
under conditions short of full mobilization. 

Would the Secretary of Defense be the one who would decide when 
they might. have to call these chartered ships back? 

Admiral Goop. Perhaps | should have expanded on that a little 
more. The emergency there is spelled with a small ‘“e’’. But the 
situation it is intended to describe is that in which we find ourselves 
today. It is not the same kind of an emergency which would have 
a formal and legalistic interpretation, such as an emergency declared 
by the President or one declared by Congress. 

I am talking about an abnormal situation in which we are unable 
to meet the requirements of the Department of Defense with the 
means that we have in our hands, w2nd we have to go outside for help 

If these ships were chartered, the first port of call in a case like 
that would be to take them back either for a short period or to take 
them back indefinitely if this little “e’” emergeney gave evidence of 
deepening, 

[ might say that I have discussed that very point with some of the 
people who are interested in this legislation. I realize that the suecess 
of the service built on these chartered ships would depend in consider- 
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able measure for its success on their ability to maintain fixed schedules. 
If vou are going into a combination of oil and container service 
between gulf and east coast ports, vou must be able to tell com- 
mercial shippers that this ship will leave on Monday and get there 
on Friday, or the equivalent, and that we would be very reluctant 
to put additional hardship on them. The fact remains that we are 
talking about Government-owned ships and we are also talking about 
the national defense of the United States. And the Navy feels that 
there should be language in this legislation which would permit us, 
when we got pushed up against it, to call these ships back in to move 
the oil cargoes that we need to move. It is as simple as that. 

Mr. Bovurron. 1] was thinking im terms of possible intervals, the 
time advance notice that you might be able to give to the advance 
charterer mm such situation. 

Admiral Goop. I would think that that would be considerable. — 1 
feel sure Admiral Denebrink will agree with me that if the need that 
I speak about gave any indication of being short term, that he would 
probably ask these people to baul the cargo for him without actually 
turning back pessession of the ships. 

In ot! er words Wwe wou! a he in i POSITION of rechartering the ship 
that had already been chartered to McLean, Browning, or someone 
else 


Nir. 2 


FOCRRON. One final question Admiral. Approximately bow 
many of this cael type of tanker is still in the national defense 
reserve fleet? 

Admiral Denerrink. | think Admiral Ford testified there were 39. 
There are 17 there that were put in there by MSTS. And they're 
marked for our custody whenever we need them. 

Mr. Bourron. And they are in addition to the 39? 

Admiral Denerrink. No, sir. They are included in the 39. 

Senator Ervin. And they are the 17 that vou are asking for at this 
time? 

Admiral DeNERRINK. Yes, sir. 

Mr. Bourron. The others are not “in class.” 

ApMIRAL Drnerrinsx. No. | would say the Maritime should 
better reply to that. Having listened to them in the House side the 
other day, | unde ‘rstand that they may be considered to be ‘in class” 
but they are slower as to speed, and T believe that from a practical 
measure they probably are not in as good shape as the 17 that I am 
talking about. 

Mr. Luckry. Admiral, of the 17 that you have in mind, there were 
20 named in this bill, Just out of curiosity, what is the shape of those 
other three? 

Admiral Denrrrink. | would say that the other 3 probably are the 
best ones of the 39 minus the 17. 

(Discussion off the record.) 

Senator Ervin. As I understand it, Admiral, there would be no 
objection to the present enactment of this legislation if the amend- 
ments which you suggested were made which would render it certain 
that there would be no obligation to charter these particular vessels, 
but to leave the matter in the discretion of the Government? 

Admiral Goop. No, sir. The amendments we propose, perhaps 
from my prejudiced point of view, are plain commonsense. These 
17 ships were for many years in Navy custody. They have features 
which do not exist in the others, such as extra evaporator capacity, 
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extra electrical generating capacity, and so on. They have better 
electronic equipment, navigational radars, and that sort of thing. 
And they were overhauled at considerable Government expense at the 
time they were put into the reserve fleet to meet just the kind of 
condition we are talking about now, to be able to get them our again 
in a hurry and use them. 

So that when we say do not designate the ones which can be char- 
tered by the A-1 and A-2 designation, nor by name, we are simply 
trying to protect the ships that we need to work with. On the other 
ships, they can be usefully employed commercially, I am quite sure of 
that. There is a difference in speed. There is a difference in cost to 
do all that would need to be done to them to make them run for a 
commercial operator. However, that is not of itself a consideration 
to the charterer because ove legislation provides that the ships will 
be placed in class by the Government before they are ordered by the 
charterer. The Maritime Administration, if I understood Admiral 
Ford’s testimony correctly this afternoon, has funds available with 
which to do that, and whic h they would then hope to recover from the 
proceeds of the charter itself. 

What we ask for is loosely described to us as a recapture clause 
To us that makes sense. Finally, we asked for an amendment that 
would make the modifications made by the charterer subject to 
review within the Department of the Navy. That is so that we can 
assure ourselves that the things done to the ship will not make if 
unusable in time of war; that vou don’t get so much top deck on it 
that you destroy the stability, and things lke that. Those are 
technical matters, but to keep it clean should be covered in the legis- 
lation. 

Over and above that, evervbody I know in the Department of 
Defense strongly supports this legislation. While we don’t say it to 
brag, both Admiral Denebrink and I have gone out of our way to be 
helpful to the operators who want to get into this business, because a 
virile and moneymaking American merchant marine is one of the 
best assets we can possibly have at any time. 

Senator Ervin. Admiral Good and Admiral Denebrink, the com- 
mittee is indebted to you gentlemen for a very fine and clear exposition 
of your views with regard to this matter. Thank you. 

Admiral Goop. We have one thing in common, Senator: We are 
just doing our jobs. 

Admiral Denrsrink. Thank you very much, Senator, 

Senator Ervin. The next witness is Mr. Male alee MeLean. 

Mr. McLean, I will make the same statement to you as I did to the 
previous witnesses. It is optional as to whether you would read 
your statement or put the entire statement in the record and then 
make an oral statement. 

Mr. McLean. I prefer to read it, Senator, if [ may. 

Senator Ervin. Yes. 


STATEMENT OF M. P. McLEAN, CHAIRMAN OF THE BOARD, 
PAN ATLANTIC STEAMSHIP CORP. 


Mr. McLean. For the record: My name is M. P. McLean, of 
Mobile, Ala. I am chairman of the board of Waterman Steamship 
Corp. and its coastwise affiliate, Pan-Atlantic Steamship Corp., both 
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of Mobile, Ala. Waterman Steamship Corp. was organized in 1919 
under the laws of the State of Alabama and Pan-Atlantic Steamship 
Corp. was organized in 1933. Both corporations have been engaged 
in the foreign and domestic commerce of the United States, operating 
eed of United States registry continuously since their organization. 

At the present time Waterman and Pan-Atlantic own and operate 
35 C-2 cargo vessels and three T-2 tankers. Two of the tankers have 
been converted for the carriage of dry-cargo as well as for the cus- 
tomary carriage of liquid petroleum products. The third tanker is 
prese stl undergoing a similar conversion. 

| would like to break the prepared statement right here to go into 
this brochure. It shows some pictures of the tankers that we have 
In operation, and a picture of the tanker now being converted. 

The first picture shows the picture of the tanker in the shipyard at 
Mobile being converted to a cargo carrier. The second picture is a 
side view of the partial completion of the job. The third picture is 
the actual eo of the ship being loaded on its first voyage 
from Newark, N. J., to Houston. 

The fourth tinie is the picture of the partial loading of the ship. 

The next picture shows the top deck of the ship with the trailer 
bodies being placed aboard. 

The next picture is the view of the crane lifting one of the trailer 
bodies aboard. 

The next picture is the trailer body being lowered to the chassis of 
the trailer, where it is being unloaded. 

The next picture is the trailer chassis and the body combined, 
ready for the highway. 

The next picture is a complete unit of the truck, body, and chassis 
ready for the highway. 

The next picture is the tanker at sea, fully loaded with 58 of the 
trailer bodies. 

Senator Ervin. I presume vou would like to have this exhibit 
made an exhibit by reference? 

Mr. McLean. Yes, si 

Senator Ervin. By reference it Is a part of the record and it is 
so ordered. 

(The pictures referred to are in the committee’s files.) 

Mr. McLean. Pan-Atlantic Steamship Corp., on whose behalf [ 
appear today, has operated a coastwise shipping service between 
Atlantic and Gulf coast ports for more than 20 years and at the 
present time operates between the ports of New York, Philadelphia, 
ind Baltimore on the one hand and Miami, Tampa, New Orleans, 
and Houston, Tex., on the other hand. It also operates an intercoastal 
service. In its coastwise service Pan-Atlantic operates conventional 
(‘-2 type dry-cargo vessels and has recently inaugurated a new type 
water transportation service between Newark, N. J., and Houston, 
Tex., using T-2 tankers which have been converted to dual-purpose 
vessels by the installation of a dry cargo deck on the upper deck 
of the vessels for the carriage of dry cargo in trailer bodies, permitting 

uch vessels to carry petroleum as well as dry cargo. This, we believe, 
= an innovation in the coastwise trade. 

These tankers each accommodate fifty-eight 35-ton trailer bodies 
which are loaded and unloaded on and from the deck of the vessel by 
the use of a movable crane. I believe this method is commonly 
referred to as lift-on-lift-off as contrasted to the roll-on-roll-off design 
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about which you have heard much recently. This arrangement 
reduces the loading and unloading time and expense very substantially 
over that required for the loading and unloading of cargo by the 
conventional method. 

There has been distributed to each member of the committee a 
folder of photographs showing the deck construction, the equipment 
used, and certain other features of the operation. I believe you will 
find the pictures of interest and more descriptive of the operation 
than I can adequately give vou by word of mouth. 

1 would like to now state the position of Pan-Atlantic Steamship 
Corp. concerning the bill before you. This bill was introduced both 
in the House and in the Senate at the request of Pan-Atlantic, so 
naturally we support its enactment. 

The purpose of the bill, as shown in its title, is to provide for the 
charter, for 5 vears or longer, of certain war-built T-2 tankers which 
are now in the Government laic l-up fleet to qualified applicants, as 
determined by the Secretary of Commerce, for oe ratiou in the coast- 
wise trade. in order to obtain a charter of the tankers an applicant 
must agree to install on each tanker a cargo deck suitable for the 
carriage of trailer bodies and must also agree, unconditionally, on 
terms and conditions determined by the Secretary of Commerce 
necessary to protect the interests of the United Sti utes, to construct 
in a United States shipvard or shipyards, for each 2 tankers chartered, 
| new 18-knot, 32,000-ton supertanker also equipped with a cargo 
deck, which will be confined, for a period of 10 years after its construe- 
tion, to operation in the coastwise trade. 

The charter hire to be paid the Government for the chartered 
tankers is prescribed in the bill at the rate of 15 percent per annum 
of the statutory sales price of the tankers as determined under the 
Merchants Ship Sales Act of 1946, as amended. Existing law, as the 
committee knows, permits the charter of dry-cargo vessels in the re- 
serve fleet with the charter hire being fixed under practically the same 
formula except that under the present bill the statutory sales neree 
would be determined without regard to the ‘floor’ price referred | 
in the Ship Sales Act. 

The reason for this departure is that tankers, under the Ship Sales 
Act, have a “floor” price fixed at 50 percent of their domestic war cost 
whereas in the case of dry-cargo vessels the ‘floor’ price is fixed at 
35 percent of the domestic war cost. Thus, in order to fix the charter 
hire for tankers at a fair rate comparable to going commercial rates, 
this change in the bill is necessary. It is our estimate that the charter 
hire for a tanker, under the terms of the bill, will approximate 
$135,000 per year. In addition, of course, the charterer must pay for 
the installation of the cargo deck on the tanker, which becomes 
the property of the Government, the cost of which is estimated 
about $200,000 per vessel. This cost, amortized over the life of 
5-year charter, will increase the yearly charter rate to $175,000 per 
vessel. 

Under the bill, the charterer, or an affiliate under common ownership 
or control, may trade in to the Government for each new cargo- 
tankship agreed to be constructed ‘up to two dry-cargo vessels, at least 
12 years old and meeting the other requirements for trade-in provided 
in the bill, which requirements are substantially identical to the trade- 
in requirements now provided in section 510 of the Merchant Marine 


Act. 
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In this bill, however, 2 “obsolete” dry-cargo vessels may be traded 
in for an allowance of credit on 1 new cargo-tankship. The dead- 
weight tonnage, however, of the new cargo-tankship must be a mini- 
mum. of 32,000 tor IS, which will exceed by at least 12,000 tons the total 
deadw eight of 2 C-2 cargo vessels. Thus the utility value of the new 
cargo-tankship, tonnagewise, will be substantially greater than that 
of the two old vessels traded in. 

provided in existing law, the ‘‘obsolete’”’ vessels traded in may 
be used by the owner during the construction of the new vessels with 
the payment of charter hire to the Government for such use being 
fixed at 15 percent of the statutory sales price fixed for such vessels 
as such price is determimed under the Ship Sales Act. This is sub- 
stantially the same as the charter hire now paid for war-built dry-cargo 
vessels chartered from the Government. On a C-2 vessel charter 
hire under this formula would amount to about $142,500 per year. 

The bill further provides that the trade-in allowance for the “‘obso- 
lete’”’ vessels traded in shall be fixed by the Secretary of Commerce at 
a rate not less than the fair market value for a comparable vessel if 
sold for operation under foreign flag or registry. 

In the case of a C-2 vessel, this would probably approximate about 
$1,600,000 per vessel at the present time, whereas the domestic market 
value for a C-2 vessel at this time is approximately $1,100,000 to 
$1,300,000. If there is any mortgage debt owed the Government on 
the vessel traded in, the trade-in allowance would be reduced by the 
amount of such mortgage debt. 

Existing law, as the committee knows, permits the Secretary 
to determine the fair and reasonable value to be grented as an allow- 
ance for vessels traded-in and one of the factors which he is authorized 
to consider in fixing such an allowance is the fair market value for 
operation of the vessel in world trade. It is our understanding that 
this committee about a year ago recommended that the Maritime 
Administration adopt a policy of allowing world market value as an 
allowance for vessels traded-in under the provisions of section 510 
of the 1936 act. However, the Maritime Administrator has, to our 
knowledge, made no determinations under section 510 of an allowance 
equal to foreign per value 


There are, in ‘ judgment, more than adequate restrictions and 
obligations imposed under this bill to justify the payment of foreign 
market value for obsolete vessels traded-in under the provisions ‘of 
section 510 of the 1936 act. However, the Maritime Administrator 


has, to our knowledge, made no determinations under section 510 
of an allowance equ: al to foreign market value. 

There are, in my judgment, more than adequate restrictions and 
obligations imposed A this bill to justify the payment of foreign 
market value for obsolete vessels traded-in under the terms of the 
bill. The restrictions and obligations I refer to are: 

(1) The charterer must construct in a United States shipyard one 
new 18-knot cargo-tankship of at least 32,000 tons des sdweiidks for 
each 2 tankers chartered with no allowance for national defense 
features paid by the Government for the cost of the difference in 
speed of 16% knots and 18 knots; 

>) The new vessel will be restricted to operation in the coastwise 
trade for 10 years; and 

(3) The obsolete vessels to be traded in, in our case C—2’s, cannot 
now be sold or transferred to foreign flag or registry because the 
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Maritime Administrator, because of defense considerations, will not 
give his approval. It seems to me under these circumstances and 
conditions and as an inducement to encourage the replacement of ‘the 
domestic coastwise fleet that the trade-in allowance provided in the 
bili is mighty cheap national defense insurance. 

Section 4 of the bill would oye me rsa this objective without, in 
our opinion, any net cost to the Government. Compliance with the 
other provisions of the bill by the charterer, which include the payment 
of substantial charter hire, the cost of installing a cargo deck on the 
chartered tankers and the obligation to construct new 18-knot vessels 
results, rather than in added cost to the Government for the trade-in 
allowance provided in the bill, actually in a net gain or profit to the 
Government. 

The provisions of section 510 (e) of the Merchant Marine Act of 
1936, having to do with the treatment for Federal income tax pur- 
poses of capital gains, if any, on the traded-in vessels, modified only 
as required to conform technically with this bill, have also been 
included in section 5 of the bill. 

The cutoff date of 2 years provided in section 6 of the bill, pro- 
viding that no charters shall be made after 2 vears from the enactment 
of the bill, we think, will serve as an inducement to require those who 
we serious about constructing new tankers under the terms of the 
bill to get their program underway promptly. 

You may well inquire as to the reason we are here seeking legislation 
to permit the charter of Government-owned tankers as provided 1 
the bill before you. 

In the first place, existing law with respect to the charter of Govern- 
ment-owned vessels in the reserve fleet does not authorize the Secretary 
Commerce to charter war-built tankers but only applies to dry-cargo 

r passenger vesse ls. 

Pan-Atlantic, as I have earlier mentioned, on April 26, 1956, 
commenced a new type water transportation service in the coastwise 
trade between Newark, N. J., and Houston, Tex., the basic principle 
of which is the “lift-on, lift-off’ method of loading and unloading dry 
cargo. The new service enables us to reduce very substantially the 
handling cost of loading and discharging cargo as well as minimizes 
the vessel time in port. 

This innovation will, we believe, at least partially enable the coast- 
Wise operators who adopt it to overcome one of the principal obstacles 
to rehabilitation of the coastwise trade since World War II, that is 
reduction in the cost of handling cargo and costly vessel delay in port 
This problem was recognized tn the recent report of the Maritime 
Administration, entitled “A Review of the Coastwise and Intercoastal 
Shipping Trade.” In this report it was stated: 

Because of the competitive pressure exerted on coastwise and intercoastal 
freight rates by land transportation agencies and the inereasing costs of water 
carriage, due especially to cargo handling, many operators in the United States 
continental seagoing trades have concluded that the traditional type of breakbulk 
package freighter in which cargo is handled piece by piece or on pallets is obsolete 
and that a new type of vessel must be constructed, incorporating the plans snd 
designs considered by the military authorities as necessary for their requirements 
Such a ship using roll-on, roll-off or lift-on, lift-off methods will decrease the time 


required to load and discharge cargo, minimize longshore labor costs, and decrease 
pilferage and cargo damage 
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It is of great interest to the national security of the United States that one of 
the transportation requirements of the military authorities involving ships of this 
novel design should coincide with the impelling need for coastwise and inter- 
coastal operation to achieve major cost reductions by using ships of the same 
design. This situation establishes the coastwise and intereoastal trades as a 
low-cost natural laboratory for the development of such a ship design. Moreover, 
it is believed that the new type of ships, if successful commercially, will provide 
the military authorities with a very substantial number of rapid handling cargo 
ships which will be invaluable additions to the national defense potential. 

We already know from our own experience and studies that this new 
operation will be highly successful if we can develop and expand it so as 
to make it available to a sufficiently large number of shippers who, we 
know, will use it because it will offer transportation substantially 
cheaper than all-land transportation and will eliminate many of the dis- 
advantages which have heretofore existed with respect to conventional 
coastWise Water transportation. So far, we only have two T-2 tankers 
in the operation, although we are presently converting a third for use m 


the same service. In order to provide a needed service between other 
Atlantic ports and Texas, we require a substantial additional number 
of vessels. This bill will permit us to further develop and expand the 


service to additional ports, which we believe will be highly desirable to 
the shipping public. 

Since there are an insuflicient number of T—2 tankers in good condi- 
tion available for purchase on the open market and likewise there are 
not a sufficient number of privately owned tankers available for charter 
on which the dry -cargo decks could be installed, it is hecessary, as a 
stopgap measure until new vessels can be constructed, that we obtain 
permission to charter some of the idle tankers in the Government re- 
serve fleet. If we can charter these tankers, we propose, as the bill 
requires, to install a cargo deck similar to that which we have already 
installed on our existing tankers. These tankers which are now in the 
reserve fleet would, if chartered, be readily available for use of the 
military or any other Government department, if required, and the 
terms of the charter party would specify the terms and conditions 
under which the vessels would bave to be made available if needed by 
the Government, mm the future. 

The tankers, rather than deteriorating in. the layup fleet, would be 
put in good operating condition and would be kept in such good condi- 
tion ready for immediate use by the Government, if needed, and at 
che same time they would be serving a useful purpose by assisting in 
the rehabilitation of the coastwise trade and provide an. inducement 
for the construction. of a modern supertanker fleet at a minimum or no 
cost to the Government. 

We believe this new type service will contribute substantially and 
quickly to the overdue revitalization and expansion of the almost 
dormant coastwise trade which flourished prior to World War II but 
which has been unable to get going again since that time for reasons 
we all too well know. 

The reason we feel that this service will be highly successful is that 
we know that the oil will move northbound from Texas in tankers 
since it is already moving in an increasing volume each year due to 
the ever-growing consumption and demand for petroleum. We know 
we can move the oil at a rate which will be sufficiently attractive to the 
oil companies to cause them to use the service. 

We also know that the dry-cargo operation will prove successful, 
for because of the improved method of handling dry cargo a shipper 
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will be able to load his cargo at his warehouse in a trailer body which 
will be delivered to the consignee’s warehouse in the same trailer 
body, thus eliminating the rehandling several times now required. 
Costly pilferage and cargo damage wil thus be minimized, if not 
eliminated. The cost of loading and discharging the cargo will be sub- 
stantially reduced and the shipper will get speedy and prompt deliver 
of his cargo, all at a rate differential which has been historically at- 
tractive to shippers of many different tvpes of commodities by water. 
This will, we firmly believe, also greatly assist the coastwise trade in 
overcoming problems which it has not, during the past 10 vears, 
been able to solve and permit it to once again become a profitable and 
healthy segment of the Nation’s merchant marine. 

There has been distributed a printed summary of facts concerning 
this bill which I believe will be of interest to vou, ¢ xpl: uning its basic 
provisions, the benefits to the public, to the charterer, and to the Goy- 
ernment and the estimated probable cost to the Government. 

In summary, briefly, the bill will result in the following: 

1. It will permit the charter for 5 years of laidup Government- 
owned tankers for operation in coastwise trade as dual-purpose cargo 
tankships. 

2. It will require the charterer of the tankers to install a cargo deck 
on the tankers suitable for carriage of cargo in trailer bodies. 


» 


3. It will require the charterer to construct, for each 2 tankers 
chartered, 1 new 32,000-ton, 18-knot supertanker with cargo deck. 

The charterer may trade in two obsolete dry-cargo vessels for 
each new tanker to be constructed for an allowance of credit on a new 
tanker, the allowance of credit to be fixed at foreign market value of 
old vessel. 

The new tankers constructed are to be restricted to coastwise 
trade for 10 years after construction. 

Coastwise shipping would be greatly revitalized and stimulated 
mi aking available a new low-cost water transportation servic 

The depressed shipbuilding industry would obtain mu -needed 
wont from construction of new cargo tankships and from_ the 
conversion of the chartered tankers. 

8. —e ls would be made available for expansion and development 
of a new type coastwise service. 

The trade in of obsolete dry-cargo vessels for an allowance of 
credit on construction of new 18-knot dual-purpose cargo tankships 
for expansion of coastwise trade would be made possible. 

10. The United States merchant marine would be substantially 
increased by the addition of at least ten 18-knot, new cargo tanksbips 
readily available for national defense. 

The chartered tankers will be improved by the addition of 
cargo decks installed at the expense of the charterer. 

The chartered tankers will be available for immediate use of 
military or other Government departments since they will be in coast- 
wise operation rather than in layup status. 

You will note on the last page of the printed summary in front of 
you an estimate of the probable cost to the Government under the 
bill if as many as 20 tankers are chartered. I will not repeat the figures 
there but would like to ask that they be copied into the record. It is 
interesting to note from that computation that, if our figures are 
accurate—and we have made every effort to obtain the best estimates 
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sible the Government actually stands to gain or save directly 
approximately $20 million under this bill if it should be enacted and 
as many as 20 tankers are chartered. 

In addition, of course, there are many other less tangible but equally 
important benefits, including the construction of 10 new supertankers, 
the partial restoration of the coastwise trade, and substantial new 
employment for seamen as well as the shipyards of the nation. It will 
also make it possible for operators who are willing to take the risk and 
accept the obligati mus and restrictions imposed by the bill to develop 
and expand a new type water transportation service which we ear- 
nestly believe to be in the public interest as a vital and important 
link in our national transportation system. 

In conclusion, | would like to urge very strongly your careful con- 
sideration of the bill and a favorable report thereon to the Congress. 

Mr. Chairman, I am grateful to you and the committee for permit- 
ting me to appear before you today. 

I have a supplemental statement. 

Senator Ervin. Iam glad you have because I want to ask you some 
questions about the recommendations made by Admiral Ford. I see 
you have answered them partially in your supplementary statement 
which you may now proceed to read if you wish to. 

Mr. Mel This supplement: al statement was prepared after 
practically all ie opposition to this bill had testified. Some of the 
statements here refer to testimony that was introduced at the House 
hearing. If I may, I would like to read it. 

Senator Ervin. I wish you would. It probably answers some of the 
questions that occurred to me. 

\ir. McLean. This statement is submitted in order to comment on 

1e statements made by those who are appearing before the committee 

egarding S, 3877. 

First, | would like to address my remarks to the amendments sug- 
vested by the Maritime Administrator, Mr. Morse. Mr. Ford is here 
today 

Senator Ervin. They were the same ones who testified? Admiral 
Kor «|? 

Mr. McLean. Yes. 

The first amendment suggested by Mr. Morse 

Senator Ervin. We will let the record show that the views expressed 
by Admiral Ford are the same views as were expressed by Mr. Morse, 
so the comm itte e will have that information. 

Mir. McLean (continuing), The first amendment suggested by Mr, 
lorse would rr to include in the bill authority to charter dry-cargo 
essels, presumably for use in the coastwise trade and also presumably 
subject to the same terms and conditions therein included in the bill. 

Yhile ] have no particular objection to the chartering of dry-cargo 
vessels, it seems to me such an amendment completely ignores the 
basic purpose of the bill which is to provide for the rehabilitation of 
the coastwise trade by use of a new type service. Obviously a cargo 
deck could not be constructed on a dry-cargo vessel for it would cover 
up the hatches of the vessel. It has been proved, we think, that what 
the coastwise trade needs is something new and an improved method 
of handling cargo. Charter of dry-cargo vessels would not fulfill that 
purpose, hence I suggest that no such amendment be adopted. 
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We certainly have no objection to the second amendment suggested 
by Mr. Morse, namely, the inclusion of the intercoastal trade in the 
bill. 

Senator Ervin. I live in a section where we have a lot of steel 
stocks, far from the coast. I would like to know the distinetion 
between coastwise trade and intercoastal trade. 

Mr. McLean. Coastwise trade is between the gulf and North 
Atlantic or between Miami and New York, or along the coast. Inter- 
coastal trade is through the Panama Canal, to California, Oregon, 
Washington. 

The intercoastal trade is a vital segment of the domestic services 
and we certainly see no objection to including it in the bill if the 
cominittee sees fit to do so. 

Mr. Morse’s next amendment would delete the minimum 5-vear 
charter provision in the bill and substitute a provision authorizing 
the Secretary of Commerce to determine the period of the charter 
We think this very unwise for it opens the door to the possible evil 
pointed out by the chairman yesterday, namely, that charters could 
be for a very short period of time and might possibly be terminated 
before the service with the chartered vessels had a fair chance to 
succeed, 

Furthermore, we do not believe a charterer would be justified 
installing a cargo deck on the tankers, nor would the Government 
be justified in putting the — in class and paving the breakout 


expense for a shorter period than 5 years. It is my firm belief that a 
charter for at least 5 years is esse aaa ul to the bill in order to accomplish 
its objective. Any service, to be successful, must be permanent 


A 5-year charter will afford the operator ample time to establish the 
service and also complete his replacement program so that new vessels 
will be available for the service upon termination of the charter. 

The suggestion that the charter hire for tankers chartered under 
the bill be fixed as provided presently in the Ship Sales - would, in 
my opinion, defeat at the outset the purposes of the bill. As I pointed 
out in my statement yesterday, the ‘‘floor’’ price for tankers under 
the Ship Sales Act is much higher than for dry-cargo vessels becaust 
of the different basis prescribed for oe tankers. Under Mr. 
Morse’s proposal, a charterer under the bill would have to pay charter 
hire of about $265,000 a year per tanker. This figure is computed at 

$225,000 for charter hire to Maritime and $40,000 per year for amor- 
tization of the cost of the deck installation. 

I assure you that this rate over a 5-year period with the periodic 
fluctuation customary in the tanker industry is very much too high 
to permit a profitable operation in dil service. We believe the rate 
suggested in the bill is much more realistic for a 5-vear term coupled 
with the obligations that the charterer must undertake. 1 do know 
that our company would be unwilling to charter any tankers for 5 
vears at the rate suggested by Mr. Morse. In addition to the reasons 
mentioned above, I believe we would find it difficult if not impossible 
to complete the private financing of new vessels under such an ar- 
rangement. Accordingly, we think the bill would be completely 
unworkable with the amendment relating to charter hire for the tankers 
as suggested by Mr. Morse. 

The next amendment of the Maritime Administrator provides that 
the chartered vessels would be modified in such fashion as the Secre- 
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tary of Commerce approves. This could result, conceivably, in the, 
chartering of tankers without any deck installation and thus defeat 
im part at least, one of the basic purposes of the bill which is to re- 
habilitate the ree trade by the use of more modern methods of 
bandhne carco. We think the absolute requirement thata cargo deck 
he installed on the vessel is the best approach to aecomplish this 
objective and urge vou to retain it. 


We do not ¢y:ect to the next amendment providing for the pay- 
nent to the ¢! arterer of the de “prech ated cost of the dec kk Insts illation 
the charter is terminated by the Secret: ir) prior to expiration with 
the understanding, as a resented by Mr. Morse, that in the event the 


vessel is lost, the charter party would provide that the insurance on 
the vessel would be distributed between the charterer and the United 
States “as their interests av ay pear.” 


The ne Xt prop osed amendment would permit the Secretary to per- 
mit the irtered vessels to be operated in other than the coastwise 
trade 1. s amendment, in my opinion, would clearly run contrary 

pose of the bill which is to rehabilitate the coastwise trade 


the pi 
a ‘wets permitted deviation from this objective would open the door 
for defeating the sole justification for this legislation. If, as the 
Administrator fears might be the case, the coastwise operation should 
prove unprofitable, there would be no new vessels built anyway and, 
of course, the new vessels, when built, could not be operated in such 
trade. The provision of the bill in its present form is the surest way 
of attaming its basic purpose. 

The next amendment of Mr. Morse would provide that the new 
vessel or vessels to be constructed under the bill must have a utility 
value not less than that of the chartered vessel. The difficulty with 
this amendment is that if a T—2 tanker is chartered under the terms 
of the bill, the only sbcelian to construct a new vessel could be 
interpreted to pe iy the construction of a 16,000-ton, 14%-knot 
vessel, whereas, the bill in its present form requires absolutely the 
construction of a 32,000-ton tanker with speed not less than 18 knots 
for each 2 tankers chartered. 

The obligation is much more severe as the bill is now written, and 
I think it should not be changed. Under Mr. Morse’s amendment, 
theoretically, at least, a charterer could obtain payment as a national- 
defense feature of speed in excess of 16% knots and 18 or more knots, 
which, of course, is not possible under the bill as presently drawn. 
There is no valid reason for departing from this sound objective of 
the bill, namely, the construction of high-speed cargo tankships for 
the coastwise trade. 

The last amendments recommended by Mr. Morse would make no 
changes in section 510 of the 1936 act respecting trade-in values or 
the charter hire for use of vessels traded in, leaving these matters to 
the discretion of the Secretary of Commerce. The effect of these 
amendments, in my opinion, would so cripple the bill as to kill all 
the incentive presently provided in it to encourage the construction 
of new vessels. I pointed out to you yesterday that we cannot sell 
our C-2’s foreign since the approval of the Maritime Administrator 
cannot be obtained. Since we are not permitted to sell them foreign, 
we feel, under the conditions stated in the bill, there is full justification 
for obtaining foreign market as the trade-in allowance particularly 
where new super vessels must be constructed without any national- 
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defense allowance for excess speed and where the new vessel would be 
restricted to coastwise operation. 

To summarize the amendments suggested by Mr. Morse, let me 
briefly sav that if all of his amendments are aanak the only sub- 
stantive change that will be made over existing law will be to authorize 
the charter of tankers in the reserve fleet. This alone is not adequate 
to accomplish the purposes of the bill, and if the committee should 
decide seriously that it wants to encourage the rehabilitation of the 
coastwise trade in the manner suggested in the seen nt bill, in my 
opinion, for the most part, the bill as presently before you is one of 
the most effective wavs of accomplishing that result. 

The objections to the bill raised by the General Accounting Office 
are limited, I think, to the charter hire rate for chartered tankers and 
to the trade-in allowance for obsolete vessels traded in. Accordingly, 
since those points have been covered in my comments on the Maritime 
Administrator’s amendments, they need not be repeated. 

Next I would like to comment on the proposed amendment of the 
Luckenbach witness. That amendment would prevent the carriage 
of any cargo on the chartered tankers or on the new vessels between 
certain points in the United States. The effect of the amendment, as 

understand it, would be to require the operator of such vessels to 
police the movement of all cargo so as to exclude anv cargo that 
might move part way by coastwise trade and thence to destination 
on the east coast or Atlantic and gulf coasts by rail o: truck. I do 
not see how a common carrier could comply with such an impractical 
suggestion. No common carrier, in my opinion, could practically or 
legally refuse to accept cargo moving over his route even though such 
cargo is destined to an area bevond the general area served by such 
earrice. We urge the committee not to adopt any shackliag amend- 
ment such as that proposed by Luckenbach. 

With respect to the statement and opposition to the bill voiced by 
Mr. Rice vesterday on behalf of the American Merchant Marine 
Institute in which he expressed great concern over the effect of the 
bill on the industrial tanker companies and other tanker operators 
who presumably engage in the carriage of oil, | think the committee 
should know that one of the reasons the tanker market is so high at 
this time, is because, according to my information, more than 40 
United States flag tankers are engaged exclusively in the carriage of 
grain rather than in the oil trade. 

The Association of American Shipowners would have the committee 
amend the bill to require a public hearing on application for charter 
under the bill as now provided in existing law for the charter of drv- 
cargo vessels in the reserve fleet. 

In making such a recommendation, they surely have overlooked 
the fact that the conditions under which dry-cargo vessels are author- 
ized to be chartered are entirely different than those contemplated 
in the present bill. There are no requirements in the present law 
authorizing the charter of dry-cargo vessels which require a charter 
for 5 years of such vessels nor as a condition to such charter that the 
charterer absolutely agree to build new tonnage at least twice that 
of the vessel chartered. Nor are the other restrictions and obliga- 
tions provided by this bill attached to the charter of dry-cargo vessels. 
Such charters are usually for not more than a year with an annual 
review required by the Secretary of Commerce before the charters 
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may be extended, and also with the right, usually, for cancellation of 
the charter on 15 days’ notice by either party. 

No charterer under this bill would be justified in chartering under 
such conditions, for the substantial cost in installing the cargo deck 
and establishing a regular and permanent coastwise service would 
involve too much risk. Furthermore, the other provisions of this 
bill would, in my opinion, make the public hearing requirement and 
conditions attached to the present charter of dry-cargo vessels too 
cumbersome and awkward, and we respectfully suggest that the 
committee not adopt this proposed amendment. 

In summary, gentlemen, I would like to restate our position regard- 
ing this bill. We believe the bill substantially as presently drawn 
offers the opportunity and incentive to those who are willing to accept 
the rather severe conditions and restrictions provided in it to help 
expand and develop the coastwise trade by adoption of a new concept 
In coastwise Ww 2 r transportation. Many amendments have been 
suggested, some of which would not change the basic provisions of the 
bill but others which would, in my opinion, for the most part so cripple 
the bill as to make it unworkable and impossible to accomplish the 
purposes intended by the bill. 

Speaking for my pac ge I know that should the terms of charter 
hire specified in the bill or should the trade-in allowance prescribed 

the bill be iabasareniin changed as recommended by the Maritime 
Administrator, then we could not and would not be able to comply 
with the other provisions of the bill. 

Our program under the bill contemplates the expenditure of a very 
substantial amount of our own money end in order to build new vessels 
and provide expansion of the new service we have recently started, 
we can only do so much, and if the bill only changes existing law so as 
to in effect provide for the charter of tankers, our company, for one, 
will not be able to participate. 

You will hear some very strong testimony here from the American 
Merchant Marine Institute that this is a great subsidy under the bill. 
I call your attention to the back page of “this pamphlet to show you 
that the net savings to the Government under the present program, 
which the Government is now undergoing to get tankers built, the 
Government will save $20 million under our bill. 1 would like further 
to 

Senator Ervin. I might say at this time, this publication entitled 
“Facts Concerning 8. 3877” is made a part of the record by reference. 

(The publication entitled “Facts Concerning 5. 3877”? was made a 
part of this record by reference.) 

Mr. McLean. The American Merchant Marine Institute is made 
up primarily of the oil company captive tankers that operate pri- 
marily in private trade. I can see no place where we hurt their busi- 
ness. We will be hauling oil for a great majority of the members of that 
institute. 

Where this bill hurts them I have been unable to recognize. 

We certainly would have to compete with the market, and offer a 
service and rates comparable or equal to their cost, to be able to haul 
any oil at all. 

Senator Ervin. The only way that I know to learn anything is to 
ask a few questions. Not knowing anything about the specific nature 
of these tankers, are they suitable for overseas shipments? 





TANKER AND CARGO TANKSHIP CHARTER AND CONSTRUCTION 35 


Mr. McLean. With the cargo deck? 

Senator Ervin. Either in their present condition or with a cargo 
deck on them? 

Mr. McLean. Yes, sir; in either case. 

Senator Ervin. Your position is that—-l think you have already 
answered in your supplemental statement most of the questions sug- 
gested to me—your position is that the only bill that could accomplish 
the purpose of increasing the coastwise trade as envisioned by you 
would be a bill substantially in the original form of this bill? 

Mr. McLean. | see no way that we could entertain it in even a 
partial way. We are talking about spending $100 million, which has 
to be in part financed. There is no way for us to get banks and invest- 
ment houses to finance $100 million of a program unless we have a 
sound program. 

It is almost ridiculous to think that we could even seriously talk 
about a program where you couldn’t charter a ship for 5 vears, and 
where you couldn’t show earnings and earning power cnough to carry 
the program forward and pay for the charter. 

Senator Ervin. We had a related matter on feeder airlines which 
had only temporary certificates. They made a rather strong showing 
that they could not obtain the necessary financing for adequate 
equipment unless we gave them permanent charters, because of the 
fact that no one would want to make an investment in something that 
might be taken away tomorrow. 

I notice you state at the bottom of page 8 of your statement: 

These tankers which are now in reserve fleet would, if chartered, be readily 
available for use of the military or any other Government department, if required, 
and the terms of the charter party would specify the terms and conditions undet 
which the vessels would be made available if needed by the government in the 
future. 

Do you construe that to be substantially equivalent to what we 
call recapture? 

Mr. McLean. I construe that to be a business risk which we are 
willing to take if we charter the tankers for 5 vears. If they are 
requisitioned by the Government we lose them and have to put them 
out for the time that they requisition them. 

Senator Ervin. It was suggested by Admiral Denebrink that within 
any such condition they would probably get the charterer to operate 
for the Government? 

Mr. McLean That is a business risk we have to take. We think 
we can take it without any problem. 

Senator Ervin. You feel that you can live with that kind of a 
condition? 

Mr. McLean. Yes, sir. 

Senator Ervin. None of these amendments you favor? 

Mr. McLean. No, sir, we can’t live with them. I have no objection 
to an overall program, for Maritime to open the doors wide open and 
let everybody charter the dry-cargo vessels and make it on a short- 
term basis. But we can’t live with it. We can’t build 10 new ships 
with $100 million cost for such a program. 

Senator Ervin. About how long would it take to build one of the 
32,000-ton tankers described in the bill? 

Mr. McLean. It will take about a vear. I think we could get two 
of them a vear. Two built in 1 vear. 
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To show our good faith—-and I don’t know where it is specifically 
spelled out in such form that vou can see it right here—if we charter 
these tankers and trade in our C—2 vessels, if we should fail to build 
the tankers, in case of a steel strike or a terrific calamity, we lose our 
vessels, we lose $3,200,000 on every 2 ships we charter. So we are 
putting up $3,200,000 as good faith money to show that we carry forth 
this program 

Senator Ervin. The reeent bill deseribed with particularity the 


particular tankers involved. | presume vou are familiar with those 
tankers and their conditions? 
Mr. McLean. | am vaguely familiar. | know the ones we named 


are in better condition than the others. The 17 we named, that 
MISTS we are talking about, are 16'-knot tankers as compared to the 
others at 144%. We will have certain routes that will require faster 
speed than others 

We can serve weekly on a 2-week turnaround North Carolina to 
Houston, South Carolina to Houston, Georgia, Florida, with the 144- 
knot ship. But when we get to Virginia, Virginia can be included 
with the 14%-knot ship. 

When we get to Baltimore, Philadelphia, New York, and Boston. 
it takes a 1645-knot ship to make that 2-week turnaround. 

Senator Ervin. Do vou consider the retention in the bill of those 
references to those specific tankers essential to vour plan? 

Mir. McLean. We would prefer to have those tankers they have. 
They are in good shape and faster. They would suit our program 
better. However, the bill has been amended to cover any other 
tankers in the reserve fleet 

Senator Ervin. | understand there is a companion bill in the 
House. 

Mir. McLean. We amended that, too. 

Senator Ervin. When did veu herve the hearing in the House on 
the companion bill? 

Mr. McLean. Monday and Tuesday—completed vesterday. 


Senator, we have an earnest, sincere, good program here, [t ts: 
cood for the public, and it is good for the Government and it 1s good 
for us. It is good for labor. It will serve 75 percent of the people 


of the United States in one way or another, in freight rates and actual 
service 

If we take a 400-mile radius and run it from Maine, a 400-mile 
radius of all the ports all the way to Portland, Oreg., and Tacoma, 
Wash., we will serve 75 percent of the field. 

Mr. Luexrey. Mr. MeLean, with regard to paragraph 6 of the bill, 
it states’ 

No charter shall be made under this Act on or after twe vears from the date of 
enactment of this Act 

How do vou interpret that particular clause? 

Mr. McLean. Linterpret that to mean the bill provides for a 2-vear 
period. Anybody who can’t act and get the program within that 2- 
vear pe riod will not be able to do so. 

Mr. Luckey. Then at the time you charter these ships from the 
Maritime Administration do you anticipate that you would have the 
construction contract prepared or executed, or approved within that 
2-vear period for these new cargo carriers? 


Mr. McLean. Yes, sir. 
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Me. Luckey. So as a practical-metter, if the bill were passed un- 
amended, you would have chartered all 20 ships and have contracted 
for all 10 new cargo ships within a 2-year period. 

Mr. McLean. If we hadn’t actually let the contract for the ships 
we would have traded in two of our C-2 vessels. And we would 
lose our vessels if we didn’t build the ships. 


Mr. Luckry. What I was getting at was this: Do you interpret 
that last section as meaning that you have meen the contracts, 
or that you merely have the contracts approved, or diseussed at the 


end of the 2-vear period? 

Mr. McLean. I mean a contract will have had to be entered into 
with the Government, to charter the vessels and to build. 

Mr. Luckey. I am not talking about the contract of charter. | 
am talking about the contract to construct the new ships. 

Mr. McLean. That is what 1 mean. 

Mr. Luckry. That is what you mean? 

Mr. McLean. Yes. 

Mr. Bourson. Actually, Mr. McLean, do you think it might be 5 
vears before the 10 vessels are constructed? You certainly couldn't 
hope to construct them all within 2 vears. 

Mr. McLean. No, sir. We would endeavor to contract, though, 
for the delivery of the vessels, to be 2 a vear for 5 vears. 

Does that make it clear? 

Mr. Luckey. Yes. 

There is one other question that Senator Ervin brought up and that 
is, as a practical matter, if the names of these various ships were re- 
moved from the bill, and the suggested amendment of Admiral Good 
inserted therein, would that seriously impair your program other than 
the fact that vou would be getting ships 2 knots slower’ 

Mr. McLean. The 2-knot speed makes a lot of diffe ‘rence. Weare 
building 18-knot speed ships for the service, and 2 knots makes quite 
a bit of difference to us. We would like to have those ships. 

Mr. Luckey. The Navy testified that the request that they have 
before the Maritime Administration at the present time for the 17 
fast ships, that they would necessrily need those ships at least until 
the first of the year, and possibly longer, to cover their breakout 
charges, so that they would get a little of their money back. If this 
legislation were passed that would give you a 2-vear slack, so to speak, 
so that you would have to take, if the Navy got their 17 ships, some of 
the slower ships to begin with until these other ones were turned back. 
Would that compromise help or assist vour program? 

Mr. McLean. It may. It may be workable on that basis. It 
hasn’t been but a little over a year since there were a hundred ships 
laid up. The tanker people were crying about no business, and 3 
ships that we got we paid $800,000 apiece for the first 2. One of 
them was laid up and didn’t run for a year and a half. The other we 
bought from Ludwig, of the National Bulk Carriers. We paid 
$775,000 for one and $787,500 for the other. The other we paid 
$1,275,000 for, recently. It hasn’t been long since tankers were a 
drug on the market. 

Mr. Luckry. When was the last one purchased? 

Mr. McLean. In 1954 we bought our first tanker. 

Senator Exvin. A few vears ago the Government was selling them 
for a song. 
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Mr. McLean. We bought a laid-up tanker in February or March 
of 1955 for $775,000. It has been laid-up fora year and a half. We 
bought another one in April or Mav of last vear for $787,500. So 
this thing is not as bad as everybody pictures. It may be bad right 
now. [ have seen the time—-I have only been in the shipping 
business a vear—-I have seen the time within that vear that the 
charter rates were minus 50 percent, and minus 50 percent is below 
operating cost 

Mr. Luckey. When did you buy vour last tanker? 

Mr. MeLean. Three months ago. 

Mr. Luekuy. That is the one you paid what for? 

Mr. MeLean. $1,275,000. 

Mr. Luckny. Have vou tried to buy any since then? 

Mir. MeLean. No. There haven't been any available. The 
market is tight now. It is actually tight. The market is high, and 
tankers are searce. As I mentioned in my statement, there are 40 
some tankers in the grain trade competing with the drv-cargo 
carriers Who are here opposing this bill. 

Mr. Luckey. Those tankers are run by private operators, the 40 
tankers in the grain trade? 

Mr. McLean. Yes, they are run by private operators. 

Mr. Bournon. Mr. McLean, I seem to infer from what Admiral 
Good said that he had some doubt as to the stability of a ship built 
upon such as this one. Have they passed on it, either unofficially or 
formally, upon the question of stability? 

Mr. McLean. Yes, sir. We have had the Coast Guard pass it. 
We have actually run 15 or 20 trips fully loaded with these ships, 
with the 2 that we have. 

Mr. Bourson. In fact, they look like they ride high out of the 
water. 

Mr. McLean. Thevarestable. There is nothing wrong with them. 

Senator Ervin. Thank vou, Mr. McLean. 

We have a statement from Mr. Ralph B. Dewey, vice president, 
Pacifice-American Steamship Association. Mr. Dewey has advised 
the committee that he is unable to appear in person and has asked 
that his statement be incorporated in the record. 

The Chair now directs that this statement be made a part of the 
record. 

(The prepared statement of Ralph B. Dewey, vice president, 
Pacific-American Steamship Association, follows: 


STATEMENT « Raven B, Dewey, Vict PRESIDENT, Paciric- AMERICAN 
STEAMSHIP ASSOCIATION 


The membets of our association are the 12 principal American-flag ship oper- 
ators on the Pacifie coast. Our program and purpose has always been to foster 
and/or support legislation which will improve the competitive position of American- 
flag ship operators, both in the domestic trade and in the foreign trade. 

We are in support of the aims and aspirations of the advocates of this legislation. 
Although none of our members has yet found it feasible to build any of the various 
new types of vessels of the “roll-on, roll-off” or the “‘lift-on, lift-off’ design, it is 
safe to say that they are all watching with keen interest the innovations and 
developments that are taking place. It can also be said without equivocation 


that the Pan Atlantic Steamship Co., under the management of the McLeans, 


has already made a most significant contribution to the advancement of maritime 
design by converting and placing into actual operation three tanker-trailer vessels 
in the Atlantic-Gulf coastwise service Whatever the suecess of these vessels 


i 
1 


may be (and so far as is known, the MeLeans have not recently been associated 
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with any unsuccessful enterprises) it is a certainty that the pace of progress and 
competitiion in the maritime industry, at least the domestic segment, has been 
greatly accelerated by this new innovation. 

This is in no measure intended to imply that conventional vessels in the domestic 
trades have all become outmoded. Indeed, in many aspects of the domestic 
trades, the “roll-on, roll-off’ or “‘lift van’? type vessels have not yet been proven 
economically justifiable in light of the construction costs and other faetors 
Existing vessels are for the most part the best solution in those trades, and con- 
tinue to serve the shippers adequately and efficiently at competitive rates. It is 
to be hoped that the committee in its forthright effort to probe each new idea as 
it comes along will not find it necessary to make assertions or take action which 
redounds to the detriment of existing operators whose records of performance: 
over the past 50 years has been second to none in the American merchant marine. 

The legislation has apparently been drawn so as to permit any American firm 
which wants to operate tanker-trailers in the coastwise trade to do so under the 
terms specified. It should be recognized, however, that the ultimate effect will 
be to create special-interest legislation rather than all-purpose legislation. This 
arises from the requirements that tankers only may be used, that trailer decks 
must be installed (both uniquely applicable to the Pan Atlantic operation), and 
that commitments must be made within only 2 vears from the date of passage (a 
benefit unique to the company which has already commenced operations of this 
kind), to mention a few. 

Special-interest legislation, however, is not in and of itself objectional le, indeed 
may be demonstrated as beneficial to the broad public interest. H. R. 11122 is 


not an exception, in our view. But if the ultimate benefit is to effectually be 
limited to a single company, that company and their advocates should not object 
to clarifying the legislation to limit its scope solely to the avowed purpose. In 


this regard, Mr. Chairman, we respectfully make two recommendations to the 
committee, neither of which in our view could seriously deter the purposes of the 
legislation. 

Che first reeommendation is that the legislation specifically be worded to limit 
the operation of the vessel to the Atlantie-Gulf coastwise service. This could hb. 
accomplished by deleting the period on line15, page 2, and adding ‘‘between At 
tie and Gulf ports.””. Testimony on June 11 by Mr. McLean would indicate that 
the intention of his company are to so limit their proposed operation 

The second recommendation would be that provision be made in the bill for t 
recoupment of all or at least part of the cost of breakout of the vessels borne 
initially by the Government, this could be aecomplished by deicting seetion 1 ( 
commencing on line 20 of page 2 and substituting: 

“The charter hire for any vessel chartered under this Act shall be determined 
under section 5 of the Merchant Ship Sales Act of 1946, as amended.” 

By this means, the Maritime Board could set the charter rate for these vessels it 
the same fashion, and using the same economie criteria, as is done for all other 
eharterers under the act. This proposed change is identical to one of Mr. Morse’s 
proposals presented in the hearing on June 11. It has the dual advantage of 
(1) giving the Maritime Board sufficient flexibility to set a charter rate which is 
fair and reasonable for the trade and at the same time calculated to recoup during 
the tife of the charter part or all of the breakout costs initially incurred by the 
Government, and (2) restoring equality of treatment among all charter applicants 
before the Board as regards the rate of hire. Further than this, however, the 
recommendation in our view is consistent with action taken within the past few 
days by this committee when it favorably reported House Joint Resolution 613 
That legislation, if passed, would have the effeet of authorizing the Maritime Board 
to recoup out of charter hire all or part of the breakout costs initially borne by the 
Government (out of the revolving fund). 

Our comments in this statement have all been addressed to H. R. 11122. We 
would like to have been able at this time to comment on the amendments proposed 
by. the Chairman of the Maritime Board, Mr. Morse, in his testimony, but it has 
not been possible in the 24 hours since they were first presented here. However. 
as soon as our companies have had a enhance to study these proposals, we would 
like to offer our comments in a supplemental statement. 

Thank vou, Mr. Chairman 


Senator Ervin. The next witness is Mr. Gregory S. Prince, general 
solicitor, Association of American Railroads. We will be glad to hear 
from you now, Mr. Prince. 








40) TANKER AND CARGO TANKSHIP CHARTER AND CONSTRUCTION 


STATEMENT OF GREGORY S. PRINCE, ON BEHALF OF THE 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Prince. My name is Gregory S. Prince. I am general solicitor 
of the Association of American Railroads, with offices in the Trans- 
portation Building. I appear on behalf of the Association of American 
Railroads, the members of which operate more than 95 percent of the 
class I railroad mileage in the United States. 

3877 would provide for the chartering of war-built United States 
tankers to be used in the coastwise trade, such chartering to be made 
conditional upon the imauguration of a program of construction of 
new tanker vessels (also to be used in the coastwise trade), and such 
new-vessel program to involve the trade-in of old-dry-cargo vessels for 
an allowance of credit on the purchase price of the new tankers. The 
charterer would be required to install on the tankers an upper dec - 
suitable ~ the carriage of cargo containers having an aggregate cé¢ 
pacity of at least 1,000 tons gross weight. The new tankers to be 
constructe a would also be required to be e quipped with an upper deck 
suitable for the carriage of cargo in containers. 

Upon analysis, the provisions of the bill are found to represent a 
series of marked departures from the policies heretofore established 
by Congress for the handling and disposition of war-built American 
vessels and for the financing of new ship construction. I would like, 
first of all, to review the outlines of existing law and policy with respect 
to these matters, and to comment in doing so upon the special depar- 
tures therefrom that would result if S. 3977 were enacted into law; 
and secondly, to point out the ways in which it is believed that this 
bill would result in harm to the railroad industry. 

The basic legislation covering the disposition of American war-built 
vessels is the Merchant Ship Sales Act of 1916, which was the culmi- 
nation of extended hearings and lengthy consideration by the House 
Merchant Marine and Fisheries Committee and the Senate Committee 
on Commerce. This law provided authority for the sale of war-built 
merchant fleet and established machinery for carrying out the ship 
disposal program. Provision was made in the seer for the chartering 
of dry-cargo and passenger vessels, but Congress expressed an unmis- 
takable desire that wherever possible the vessels should be sold out- 
right rather than chartered, and that authority to charter was granted 
only to take care of situations of unusual necessity. Behind this 
view was the recognition, expressed in the legislative history of the 
act, that the United States Government ought not to engage in com- 
petition with private business. 

As I have said, the act gave to the Maritime Commission specific 
authority to charter dry-cargo and passenger vessels, but no authority 
was then given or has since been given to charter war-built tankers. 
It is reasonable to suppose that the failure to authorize the chartering 
of tankers reflected a deliberate determination by Congress that as 
a matter of policy, such vessels ought not to be chartered at all. 

In 1950 Congress amended the provisions of the Merchant Ship 
Sales Act relating to the chartering of war-built vessels by imposing 
stringent limitations on the chartering power. Under this amendment 
war-built, dry-cargo vessels may be chartered for bareboat use in 
any service which, in the opinion of the Federal Maritime Board, is 
required by the public interest and is not adequately served, and for 
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which privately owned American-flag vessels are not available for 
charter by private operators on reasonable conditions and at reason- 
able rates for use in such service. Provision is made that no charters 
shall be made by the Secretary until due notice shall have been given 
to all interested parties, an opportunity shall have been afforded for 
a public hearing on such charters, and the Board shall have certified 
its findings to the Secretary of Commerce. 

With definite view to limiting and discouraging the extension of the 
term of charters, the law also provides that the Federal Maritime 
Board shall review annually all such charters and make separate 
recommendations to the Secretary of Commerce for the purpose of 
determining whether conditions exist justifving continuation of the 
charters. By amending the law in this way, Congress was clearly 
placing certain safeguards around the exercise of the chartering power 
for the protection of the public interest and the Government. Under 
S. 3877, none of these safeguards would apply in the case of the pro- 
posed tanker charters. There would be no requirement for the 
Federal Maritime Board to determine whether existing service is 
adequate, whether privately owned vessels are available for charter 
by private operators, no requirement of due notice to interested 
parties, no opportunity for a public hearing, and no annual review 
of charters to determine whether their continuation will be in the 
public interest. I think it is proper to inquire why these safeguards 
in connection with the chartering of dry-cargo vessels, being obviously 
in the public interest, should not also apply to tankers. S. 3877, 
incidentally, provides for the chartering of tankers for 5-vear periods, 
while as I have indicated the provisions of the existing law clearly 
manifest a policy against long-term charter arrangements. 

Under existing law, as I understand it, every charter shall provide 
for the payment to the Government of one-half of the charterer’s 
profits above a certain reasonable amount as additional charter hire 
Also in the awarding of charters, the Secretary of Commerce under 
existing law is to take into consideration the charterer’s financial 
resources and credit standing, practical experience in the operation 
of vessels, and any other factors that would be considered by a prudent 
businessman in entering into a transaction involving a large invest- 
ment of bis capitat, and shall refrain from chartering Government- 
owned vessels to any persons appearing to lack sufficient capital, credit, 
and experience to operate the vessels successfully over the period 
covered by the charter. If these provisions of existing law are sound 
as applied to the charter of dry-cargo vessels, surely they should apply 
to the charter cf tankers. Under S. 3877, however, they would not 
do so. 

Perhaps the most significant provision in S. 3877 is that relating 
to the amount of charter hire. This ts fixed at a rate of 15 percent 
per annum of the statutory sales price of such tanker computed in 
accordance with the provisions of section 3 (d) of the Merchant Ship 
Sales Act of 1946, but without regard to the last two sentences of sec- 
tion 3 (d). The omission of the last two sentences of section 3 (d 
is important. Under section 3 (d) of the Merchant Ship Sales Act, 
the statutory sales price of a war-built vessel is a certain percentage 
of the prewar domestic cost of a vessel of the same type. In the case 
of a dry-cargo vessel, this is 50 percent of the prewar domestic price, 
and in the case of the tanker it is 87% percent of the prewar domestic 
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cost. From this figure is subtracted an amount representing normal 
depreciation at the rate of 5 percent per year from the date of the 
original delivery of the vessel by the builder, and additional amounts 
up to 4 percent per annum may be subtracted for periods of war serv- 
ice which may have resulted in excessive wear and tear of the vessel. 
It is obvious that this is a most generous formula from the standpoint 
of the purchaser. Most industries would have felt that they had been 
the recipients of most generous treatment had they been able to get 
their equipment in the postwar period at the full prewar price, much 
less at an additional discount below that cost. Accordiagly, in order 
to keep the operation of this formula from resulting in a complete 
giveaway a floor was established. The last 2 sentences of section 3 (d) 
place a floor, or minimum, under this downward adjustment of the 
statutory sales price by providing, with respect to tankers, that no 
adjustment shall be made that will result in a statutory sales price 
of less than 50 percent of the domestic war cost of tankers of the same 
tvpe. A floor of a different percentage of domestic war cost is placed 
under the statutory sales price of vessels other than tankers. ‘‘Do- 
mestic war cost’? means the average construction cost, as determined 
by the Federal Maritime Board, of such vessels delivered in 1944. 
‘‘Prewar domestic cost”? means the amount, determined by the Federal 
Maritime Board, for which a vessel of such type could have been 
constructed in the United States on or about January 1, 1941, but in 
no event more than 80 percent of the domestic war cost of such a 
vessel, 

The statutory sales price is the figure, under existing law, from 
which the rate of charter hire is computed. Under section 3 (d) of 
the Merchant Ship Sales Act, the rate shall not be less than 15 percent 
per annum of the statutory sales price (except upon the affirmative 
vote of not less than 4 members of the Federal Maritime Board). 
If section 3 (d), relating to the determination of statutory sales price, 
applies in its entirety, there is a floor below which the figure on 
which the charter rate is based cannot go. If the last two sentences 
of section 3 .(d) are omitted, as proposed under S. 3877, there will be 
no floor under the base figure, and it will almost certainly be smaller 
Fifteen percent of a smaller figure will produce a smaller rent. By 
way of illustration, let us consider the different amounts of charter 
hire that would be paid for the same tanker, first, on the assumption 
that its rent will be based on a statutory sales price having a statutory 
floor, and second, on the pete that its rent will be based on the 
method proposed by the pending bill in which there will be no statu- 
tory floor. The following computation is based on the case of 
hypothetical T2-SE-—Al1 tanker, constructed January 1, 1944, and 
chartered January 1, 1956. 


S. 38 Ship Sales 
Act 
| 
Domestic war cost : ; $3, 000, 000 | $3, 000, 000 
Prewar domestic cost 2, 300, 000 | 2, 300, 000 
Unadjusted statutory sales price an 2, 000, 000 2, 000, 000 
Depreciation (12 years, at 5 percent 6 1, 200, 000 | 1, 200, 000 
Base price for computation of charter rate Je. 800, 000 | 21, 500, 000 
Charter rate (15 percent per annum ‘ 120, 000 225, 000 


8714 percent of prewar domestic cost (rounded). 
2 Floor price, 50 percent of domestic war cost. 
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Under the method provided by the Merchant Ship Sales Act for 
computing the statutory sales price of tankers, the annual charter 
hire would be $225,000. Under the provisions of 5. 3877 omitting 
the last 2 sentences of section 3 (d) in arriving at the statutory sales 
price, the annual charter hire an be only $120,000. Thus, by the 
proposed modification of the statuiory formula, the charter hire 
would be cut almost in half. 

All in all, this bill would constitute a drastic aboutface in the 
Government’s policy with respect to the treatmeat of war-built 
tavkers in relation to dry-cargo vessels and with respect to chartering 
tankers as opposed to selling tankers. Today tankers cannot be 
chartered at all and their statutory sales price is 75 percent higher 
than for dry-cargo vessels. Under the proposed bill the relationship 
between the statutory sales price of the 2 types of vessels would be 
unaffected for the purposes of sales but for the purposes of calcuvlat- 
ing the charter rent the relationship would be completely reversed 
and the statutory sales price of a drv-cargo vessel would be 31 per- 
cent greater than the statutory sales price of a tanker of the same 
domestic war cost. Quite n: aturally also this comple tely reverses the 
policy of encouraging the sale of war-built vessels as against chartering 
them insofar as tankers are concerned. The strongest sort of a case 
would have to be made to justify this complete aboutface and we do 
not think such a case has been made. 

Continuing consideration of this bill: in order to charter 2 of the 
war-built tankers (which must be chartered ta pairs or in multiples 
of 2), the charterer must agree to cause to be constructed in a United 
States shipvard a new dual-purpose cargo-tank ship. For each new 

irgo-tank ship to be so constructed, the charterer may trade in two 
drv-cargo vessels for an allowance of credit to be applied to the price 
of the new vessel. The necessary qualifications of dry-cargo vessels 
are prescribed, and it is provided that the allowance of credit to be 
fixed by the Secretary of Commerce shall be an amount not less than 
the fair market value for a comparable vessel if such comparable ves- 
sel were to be sold for operation under foreign registry or flag. What- 
ever price such a vessel would bring in a foreign market would pre- 
sumably be the amount of the trade-in allowance. How this would or 
could be determined is not made plain. In any event the standard 
is a vague and uncertain one. 

The Merchant Marine Act, 1936, as amended, contains provisions 
relating to the trade-in of obsolete vessels for the allowance of credit 
on the purchase price of new vessels, in which more comprehensive 
criteria are furnished for determining the reasonable value of old 
vessels to be traded in for credit. Section 510 (d) provides that an 
obsolete vessel may be traded in to the Maritime Board for an allow- 
ance representing the fair and reasonable value of the vessel as de- 
termined by the Federal Maritime Board. In making such determin- 
ation the Board shall consider (1) the scrap value of the obsolete vessel 
in American and in foreign flan (2) the depreciated value based 
on a 20-year life; (3) the market value of the vessel for operation in the 
world trade or in foreign or domestic trade of the United States. All 
3 of these factors are to be considered by the Board, rather than 
and most of them deal with matters susceptible of proof and verifica- 
tion within the United States. The discard of this carefully devised 
formula in favor of the one proposed can only be explained on the 
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ground that the proponents of this measure believe that it will result 
in a much higher trade-in allowance. 

Section 510 of the Merchant Marie Act, 1936, was amended in 
1952 by the addition of subparagraph (h) which deals specifically with 
the trade-in of old vessels for an allowance of credit to be applied on 
the purchase price of new tankers. In this case, however, the old 
vessels to be traded in are also tankers, unlike the present bill in which 
dry-cargo vessels are to be exchanged. The allowance of credit under 
section 510 (h) is to be determined by reference to the multiple criteria 
of section 510 (d), which I have mentioned. ‘This law also contains 
added protection against windfalls. It is provided that in no event 
shall the amount of credit allowed for a traded-in tanker exceed the 
price paid by the owner for such tanker, plus the cost of any additions 
or betterments to the tanker capitalized by such owner and allowed 
for income tax purposes. This measure, which contains no such 
provision, would permit the trade-in of old dry-cargo vessels for an 
allowance of credit that might be greatly in excess of the price paid 
by the owner, and the resulting windfall would clearly constitute a 
subsidy. Section 510 (h) now provides that if the tanker to be traded 
in was acquired by the owner under the Merchant Ship Sales Act of 
1946, the amount of the allowance shall be the depreciated statutory 
sales price, plus the depreciated cost of any improvements added by 
the owner. Under this measure it is specifically required that a dry- 
cargo vessel to be traded in shall be a war-built vessel as defined in the 
Merchant Ship Sales Act of 1946, so it would be entirely possible for 
an owner to trade in dry-cargo vessels that nee been originally pur- 
chased under the Merchant Ship Sales Act for a price represe nting a 
substantial bargain, and to obtain by way of trade-in a much larger 
amount based on the alleged value of the vessel in a foreign market. 
Congress was vigilant to prevent such a giveaway in adding the tanker 
trade-in amendment to the Merchant Marine Act in 1952, and it 
should be equally vigilant today, particularly where, as here, any 
element of subsidy will have harmful and unwarranted effects on their 
a de ompe titors. 

\s I have pointed out, this measure appears to involve a substantial 
possibility that the operations of direct competitors of the railroads 
will be subsidized in two distinct ways. One subsidy would result 
from excessively low charter hire rates for the chartered tankers, as a 
result of the method proposed for the computation of charter-hire. 
The second would result from an excessive trade-in credit on the dry- 
cargo vessels exchanged for an allowance of eredit to be applied on the 
purchase price of new tankers. 

We cannot point out just how great the subsidy provided by this 
bill will be but the very fact that the subsidy is a hidden subsidy and 
that its size is uncertain and indeterminate makes this measure 
unsound. We say further that it is unsound because it is contrary 
to the National Transportation Policy declared by Congress. One of 
the prime objectives of that policy is to preserve the inherent ad- 
vantages of each form of transportation. Subsidy to one form of 
transportation gives it an artificial advantage and permits it to at- 
tract traffic through the quotation of prices that do not have to reflect 
the true costs of providing the transportation service. The vessels 
that are to be chartered and the vessels that are to be built pursuant 
to this measure are to be equipped to handle containers or trailer 
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exXcey tions now recognized as 2V11) el Vi hadit } | { es eC 
infant Industries for a temporer\ }¢ riod and here \ mNliv needed 
in the interest of national defens Neither exeeption will just 
the subsidy contemplated by this bill. Certainly shipping is not a 
hew mdustry and the desire to mtroduce a2 newly des oned piece ol 
quipment doesn’t convert the shipping industry into an infan 
lustrv. As to the national defens »argument vou have only to reca! 


the experience of the last war to be convinced that it would be unsound 
to stimulate artifically the handling of domestic traffie by coast 
vessels in peacetime. Coastwise and intereoastal trade cea 
altogether shortly after the war started and all of the tratlie that 
been handled in that manner was precipitately dumped on the 1 


roads. The same thine would no doubt hap 


en again mm cas ) 
another war. he less of such traffie that the railroads handled in 
. ! ° { 
peacetime the less prepared they are in terms ol equipment an 
; rd 1 rae 
motive power to hanatre the load that is placed upon them im greater 


proportion than anv other form of transportation in time of war. 


hor the reasons set forth above we most respe etfull ure’e that vou! 
committee not act favorably with respect to S. 3877 

These vessels, 22 of them, were bought by the Waterman Steam 
ship Co.. from the Government. Twenty of tho twentv-two 


now to be traded in. They paid $957,000 eae for those vessels 
That was the floor price that th \ paid for them Under their owt 
estimate the amount the Government will pay for those vessels, the 

will pay them on the turn-in, $1,600,000 for each. Some people 
estimate that that foreign market value will be higher than $1,600,000, 
But under their own figures it is $1,600,000 for each of those vesse!s 
that thev bought from the Government 7 or 8 vears ago at $957,000 

Thev have had the use of them for 7 or 8 vears and they will turn 
them back to the Government, from whom they got them, and g 
$1,600,000. That is clearly a subsidy, and a very whopping big 
subsidy. 

If vou followed the requirements of section 519 (h) of the present 
law that apples with respect to the turn-in of old tankers for new 
tankers, that provides that the tanker to be traded in was acquired 
under the Merchant Ship Sales Act and the amount of the aslowance 
shall be the depreciated statutory sales price. That would mean in 
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this instance that the $957,000 vessel, after 8 years they depreciated 
5 percent a vear, that means 40 percent off that price, and that would 
mean under the law the Government could only pay $547,000 I think 
is the figure, for that vessel. 

Actually they are getting more than a million dollars more per 
vessel than they would under the provisions of the law that now apply 
to the turn-in of old tankers in connection with the purchase of new 
tankers. 

That clearly indicates the size of the subsidy that is involved. We 
are interested as railroads because we would be in competition with 
these carriers. They are going to carry in these containers that are 
to be — on the new decks, that are placed on the vessels, goods 
that ‘ highly competitive so far as we are concerned. And the 
traffic that is most vulnerable to competition. We feel that we have 
a right to obje t to a subsidy of this character. It is a dual subsidy, 
first by giving th 1em the right to charter these 20 tankers for a period of 
5 years, at less than half what is called for under the formula under the 
Ship Sales Act, and then to trade in their old C-2 vessels for the new 
tankers and get a whopping big subsidy in connection with the turn-in. 

We feel that that is contrary to the national transportation policy, 
it does not result in a general benefit to the country, it is going to 
result in a weakening of the national transportation system. The 
only way that you can build up a strong sound transportation system 
is to let each form of epee ation handle the goods that it is best 
equipped to handle and it can handle most cheaply and most effi- 
cle ntly, That is referred “ in the policy as having regard to the in- 

‘nt abilities of the various modes of transportation. 
lw can you tell which has the inherent ability to handle the 
traffic if you are going to be ee one form of competition and 
not the other? It is unsound, it will build up the handling of this 
traffic by the coastal vessels, sactiniiinge these that are to be so 
heavily subsidized. We think from the standpoint of national defense 
it has a serious drawback. 

In the last war all the coastwise shipping had to come off the seas. 
They took those vessels for use in the overseas movement. All of the 
traflic had to be dumped on the railroads, very precipitously, along 
with the general increase in war traffic. If you build up that trade 
through artificial stimuli such as you would provide here, and take 
that business away from the railroads, they will be less well-equipped 
to handle the business in time of emergency. 

We think it has drawbacks in that respect. 

Senator Ervin. What is the need of the Government to receive 
the return of the C-2 cargo vessels? Does the Government have a 
need for them? 

Mr. Prince. Senator, I am not sure that I am in a position to 
answer that question. I don’t know whether they need those in the 
Reserve fleet or not. 

You might say presumably they did not, because they owned them 
once and sold them. They sold them 8 years ago for $957,600 apiece. 
Now they are’ going to get them back, 8 years later, by paying 
$1,600,000 for them. 

[ don’t know whether they need them or not. Certainly whether 
they need them that bad to pay that much premium for it. 

I would like to address myself very quickly in the remaining few 
minutes to this statement of theirs called Facts Concerning H. R. 
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1122, and particularly the table on the last page. I haven’t had an 
opportunity to analyze it with a great deal of care. But just an off- 
hand analysis of it brings these points to my mind that I think the 
committee should consider very carefully. 

If you will, for instance, look at item 3 under what it says the 
Government gains or saves. Deck installation on 20 chartered tankers 
at an estimated minimum cost of $200,000 per tankers. They say the 
Government will gain $4 million for that. That is what it cost to put 
them on. They have been depreciated for 5 years. If the life of those 
decks was 5 years, of course they would have no value to the Govern- 
ment. Presumably they won’t have a longer life than that. But 
meanwhile the charterer has been depreciating them on a 5-year basis 
and at least he has had the benefit of tax deductions to the extent of 
the full $200,000 per vessel during that 5-year period. So you know 
the Government has lost at least 50 percent of it in taxes. And what 
have they left insofar as the physical facilities is concerned, I don’t 
know. I don’t know how valuable it will be after 5 years. Certainly 
the $4 million figure is ridiculous, 

Look at the item No. 1, charter hire for 20 tankers for 5 years, 
ontana ated at $135,000 per tanker per year, ee a total of $13,500,000. 
Let’s look at it another way. How much is the Government losing by 
aes tering them to them at that price instead of at the price called 
for under the Merchant Ship Sales Act? As I indicated to you in that 
table on page 6 of my statement, the charter rate under the Merchant 
Ship Sales Act would be $225,000 per year. So that there is a loss to 
the Government, instead of a gain of $13 million, there is a loss to the 
Government of $9 million. If t hey had gotten the $225,000 that they 
would get under the norma! formula they would have had $22,500,000. 
And the Government has those vessels. It is not as a result of this 
program that they are getting that $12,500,000. 

If Congress gave them the authority to charter tankers at all and 
charter them on the same basis as dry-cargo vessels, with the demand 
they have today presumably there would be no difficulty in getting 
$22,500,000. 

One other point: Look down at item 4. They put there that the 
Government is going to have title to the 20 C-2 vessels that are turned 
in. ‘That is going to be worth $20 million to them. They had them & 
years ago and sold them for less than $20 million. Whether they have 
$20 million worth now is quite a question. A very obvious deficiency 
with this figure is that they allow no depreciatien for the period when 
these vessels—they have a value say of $20 million today, they were 
chartered to them say for 3 years, and they have up here the income 
to the Government for 3 years under the chartering but they don’t 
depreciate those vessels for 3 years. They still put in the full $20 
million, I think it is really an absurd table. 

I would like to comment briefly on item 5; $10 million they say is 
what the Government gets because these vessels make 18 knots an 
hour. I don’t see any justification for putting that in the balance 
sheet here as something that the Government gains or saves. These 
are in the vessels owned by the charterer. I may not have understood 
all of the testimony in this regard, but as I take it these, the full 18 
knots, are available to the charterer for his own commercial use. | 
don’t see why it should be in the formula here at $10 million for the 
Government. 
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\ir. Riee, counsel of the American Merchant Marine Institute, Ine. 


STATEMENT OF ALBERT E. RICE, COUNSEL, AMERICAN MERCHANT 
MARINE INSTITUTE, INC. 


\Ir. Rier. Senator, since | am representing a large segment of the 

dustry | ruld like to read my statement. 

\ name os Albert E. Rice. | am counsel of the American Mer- 
t \larine Institute, Inec., a trade organization comprised of the 


majority of Amer an-flag steamship companies operating all types of 
vessels in the foreign and domestic trades. 


Our statement today on S. 3877 will be directed mainly at its impact 


ipon the tanker industrv. but, from a far more general viewpoint, we 
( thy COnCerii¢ | by the COUSLUE ration of le oO} slation whie h is sO 

in scope as to be available, from all practical standpoints, to 
! COMmp \ alo 


At the very outset | _ | hike to emphasize that we are not opposed 


tn lawiclatsan ranaaanahi IO | to assist the redevel t of 
tO tegisiation reasonai if ic ned to — tne redeve opment or our 
coastal and interecoastal sedan We believe Congress has a positive 


obligation \ it] respect to such le iabntion: 
Nevertheless, we are oppose “| to this bill on the following ¢vrounds: 

It is special legislation designed for the benefit of a single organi- 

ration, which, through hidden subsidies, would be able to operate with 
a tre nendous advantage over companies financed and operated by 
private capital. 
. Dat reverses the wise policy of the Ship Sales Act to keep Gov- 
ernment-owned tankers in the reserve fleet available for an emergency 
but not in competition with aro privately owned and ope rated, 
and overturns the principle inherent in the Trade-in and Build Act 
that old vessels should ke retired and held in the defense reserve 
ready for an urgent Government need. 

S. 3877 has been proposed as a program for the benefit of the 
domestic dry-cargo trade and to encourage the construction of new 
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vessels. In the light of an analysis of total carriage available on thi 
tvpe of dual-purpose vessel proposed, it is obvious that the program 
will have a relatively minor effect in the dry-cargo field as compared 
to the impact upon the tanker industry. The ver} desirable objective 
of the construction of more new vessels must, therefore, be considered 
primarily in the light of the effeet it will have upon tanker companies 
and the availabilitv to them of the substantial financial inducements 
to construct new vessels. 

It is hardly necessary to call attention to the provisions of this bill 
which stamp it as special legislation designed and tailored for th 
benefit of one company. The requirement that the chartered vessel: 
and those to be constructed, shall be fitted with an upper deck suitable 
for the carriage of cargo containers in the coastwise trade substantially 
eliminates those now in the tanker business from any participation 
under the bill. In the first place, operation of the vessels would 
require a certificate of convenience and necessitv. In order to 
qualify, a tanker company would either have to go through the costly, 
long-drawn-out, and precarious procedure of applving for a certificat 
or seek to obtain, through some arrangement, the benefits of the 
comparatively few existing certificates. As a practical matter, there- 
fore, it is doubtful if any tanker company could qualify. 

Another special limitation in the bill is found in the provisio yn for 
trade-in of drv-cargo vessels against the construction of new ships 
This would eliminate tanker owners from qualification because, except 
for isolated instances, they would have no dry-cargo vessels to trad: 

There is no question but that the proposed ert inducements 
in the bill are very considerable. In fact they appear to be more 
proportionately, than Congress has granted previot ie to anv class 
of companies, let alone any one organization. 

Kirst, all the costs of pls wing a tanker eligible for charter in good 
operating condition, including ane will be assumed by the Govern- 
ment. This is not an extraordinary provision, but is an item which 
must : be considered in assessing the value of the program. 

Secondly, and most importantly, the charter rate of the tankers 
from the reserve fleet will be 15 percent of the depreciated ship sales 
price. Let us see what this means. A T2—SK-Ai tanker built in 
1943 and sold under the Ship Sales Act would have a value depreciated 
to March 8, 1956, of approximately $720,000. Depreciation on this 
vessel would be approximately $101,000 a year. A similar tanker 
built in 1944 would have a depreciated value of around $822,000, as of 
March 8, 1956. 

In the case of the 1943 vessel, the charter rate under S. 3877 would 
be about $105,000 a vear and in the ease of the 1944 vessel about 
$120,000. Although no established bareboat chartering market 
exists presently, 1t is the consensus of the industry that no operator 
today would bareboat charter a T2-SE—A1 tanker for less tha: 
$400,000 a vear. Some estimates are considerably higher. 

Accordingly, a charter under the terms of this bill would mean a 
benefit of about $300,000 a vear per ship or $1,500,000 over the term 
of the charter. In the case of 20 tankers this would be a Government 
grant of $30 million. I think it is clear that a privileged operator 
who could qualify under the bill would have an insurmountable 
advantage over others who were operating vessels privately pur- 
chased or who were foreed to charter at the market to meet their 
commitments. 
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In the third place, the provision allowing a credit for trade-in 
based upon the value of a sale for foreign-flag operation gives another 
very substantial aid toward the cost of new construction. Congress 
has never before given a mandate that this foreign sale value shall 
apply in the case of trade-ins. Those companies which built vessels 
at the request of the Government just prior to or during the early 
days of World War IT ultimately received under an interpretation of 
section 510 a trade-in value of approximately the American market 
price, which was considerably less than the foreign price. 

Under the Trade-in and Build Act of 1954 the trade-in value was 
fixed at the depreciated ship sales price. Let us consider the actual 
benefit which is provided by S. 3877 in granting a new measure 
of trade-in value to the applicant who could qualify thereunder. — It 
is our understanding that tankers traded in under the 1954 act had a 
depreciated ship sales value, including betterments, of approximately 
$900,000. If sold in the foreign market today such a vessel would 
bring about $2 million. In the case of a C-2 dry-cargo vessel the 
average depreciated ship sales value would be approximately $525,000, 
but the value on the foreign market would be about $1,500,000. An 
applicant under S. 3877 would receive for each vessel in the neighbor- 
hood of $1 million more than Congress has previously fixed as the 
value of a trade-in. 

Taking into consideration the benefit previously mentioned of the 
gain from reduced charter hire, and the additional amount received 
on trade-in, it will be seen that the Government will be granting at 
least $5 million for each vessel which would be built under the bill, 
far more than given under any subsid© program. 

We do not quarrel with a decision by Congress that the foreign 
sales price is a fair measure of the value of a trade-in when the question 
of new vessel construction is involved. We point out, however, that 
this substantial privilege has not been given venerally to the maritime 
industry, and under this bill it would probably be given to one 
organization only. It is unnecessary to point out that this difference 
in treatment results in a discrimination, which must be justified by 
current circumstances, against those who acted under the Trade-in 
and Build Act, but from a broader viewpoint we would like to point 
out that charter of the tankers (some of which are named in the bill) 
turned in under the 1954 act is a breach of one of the inherent principles 
of that act. Any company which entered into an agreement there- 
under did so with the understanding that the traded in tankers would 
become a part of the reserve fleet and would not be used except in the 
case of a governmental emergency. It was certainly never contem- 
plated that these vessels would be operated under private charter 
with the aid of a Government subsidy which would be unavailable to 
the builder of new vessels under the 1954 act. 

At the time of the Ship Sales Act, Congress wisely determined that 
indiscriminate sale of war-built tankers would not only prejudice the 
buyers who purchased within the time limits established, but also 
that charter of vessels remaining would tend to disrupt established 
market conditions. In 1950 when circumstances warranted the open- 
ing of charters for reserve dry cargo vessels, there was no call to do the 
same for tankers. Moreover, the seriousness of any break-out of 
reserve fleet tankers is highlighted by the situation, with which this 
committee is familiar, in which the tanker industry objected to what 
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they considered .an excessive use of Government vessels by MSTS 
when private vessels were available for charter. 

Unless Congress finds that there are extremely urgent reasons for 
the chartering of defense reserve tankers, we sincerely believe that 
there should be no alteration in i policy established in the Ship 
Sales Act. It is respectfully submitted that in the long run the 
chartering of war-built tankers will not be to the advantage of the 
Government or the industry as a whole. 

Your committee is, of course, vitally interested in the construction 
of modern vessels which you know are required for the merchant 


marine and national defense. The bill before you grants what would 
be extremely advantageous terms for the construction of a very spe- 
cific type of vessel. ‘These advantages would be open to a single 


company. Ido not think there is any question but that there would 
be overwhelming application for a construction program of vessels 
needed by the United States if the same financial inducements were 
available to others. In the tanker business, the opportunity to secure 
interim tonnage while constructing new replacement tankers would 
be so advantageous under the proposal here that there might well be 
too many applicants for the limited tankers open to charter. Never- 
theless, for the reasons previously given, we submit it would not be 
advisable tp follow the proposal of the bill even if the ‘“special’’ bene- 
fits to a snk company were eliminated. 

In conclusion) [ certainly do not wish to leave the impression that 
the Institute obje cts to the development. of special-purpose vessels 
It may well be that substantial financial incentives offered by the 
Government are necessary to encourage the development of such ves- 
sels, and finally, we recognize the need for strenuous efforts to revital- 
ize the coastal and intercoastal trades of the United States. 

Our principal objection here is that in legislation of this kind where 
subsidies and other forms of Government aid to shipping are involved, 
every citizen interested should be treated alike. If Congress deter- 
mines that subsidies for the building of modern vessels should be made 
available in our domestic trade, then such subsidies should be avail- 
able on a fair and reasonable basis to everyone in or willing to enter 
such trade. 

Senator Ervin. Thank you, Mr. Rice. Do you have any questions? 

Mr. Luckey. Yes, sir. I have one question. 

Your last sentence Mr. Rice, you say if Congress determines that 
subsidies for the building of modern vessels should be made available 
to our domestic trade, then such subsidies should be made available 
on a fair and reasonable basis to evervone in or willing to enter such 
trade. 

How many companies in your organization operate dry-cargo 
vessels and tanker vessels? 

Mr. Ricr. In the domestic category? 

Mr..Luckry. Yes. 

Mr. Rick. There are about 60 companies in the institute. We 
represent practically all the American-owner tanker companies. 
Most of those I think, all of the tanker companies—I am not sure of 
the others-—are operated in the domestic trade at least. Some of the 
independent tanker companies operate substantially all their business 
in the domestic trade. 

Mr. Luckry. These companies also own dry-cargo vessels? 
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Mr. Ries. No, sir; they have no dry-eargo business. Not the 
bankers. 

Mr. Lucxry. Are there any companies that vou represent that 
have dry-cargo vessels and tankers? 

Mr. Rice. I believe there is one company that through affiliates 
may have some dry-cargo vessels. But they don’t have a certificate 
to operate in the coastal trade. 

Mir. Luckey. They can apply for a certificate can’t they? 

Mr. Rice. If vou can get a certificate within a 2-year limitation of 
this bill vou are doing well. 


Nir. Luckey. I have nothing further. 
Senator Ervin. Thank you Mir. Riee. 
Mr. Rice. Thank vou, sir 


Senator Ervin. Mr. Fort. 


STATEMENT OF J. FRANKLIN FORT ON BEHALF OF LUCKENBACH 
STEAMSHIP CO. 


Mir. Forr. Mr. Chairman, | have a very brief statement. I would 
be willing, in view of the time, to write it up with certain revisions and 
comment on things that have been said here today, and submit it 
in the morning. 

Senator Ervin. | don’t know that we will sit tomorrow. If you 
want to submit it to the committee for inclusion in the record we will 
be glad to do that. 

\Ir. Forr. [f that will meet your convenience, I will do that, 

We have no basic objection on behalf of the Luckenbach Co., a 
large intercoastal carrier. We simply want to make it clear, make the 
legislation clear, that it is not to be an intercoastal operation which is 
what our operation is. We operate from the Atlantic coast to the 
Pacific coast. Of course Mr. MeLe2n’s program which we think has 
considerable merit is too concise of an operation from the Atlantic 
coast to the gulf coast only. 

I think that in a few pages [ can state our position. 

Senator Ervin. The committee will be glad to authorize the in- 
clusion in the record of any statement which vou see fit to submit to 
the committee within a period of 48 hours. We wouldn’t want to leave 
it for an indefinite period of time. 

Mr. Forr. I can have it ready by tomorrow noon. 

Senator Ervin. That will be all right. Any statement which Mr. 
Fort may submit in behalf of himself or the Luckenbach Steamshrp 
Co. within 48 hours shall be made a part of the record. 

Mir. Luckey. Mr. Fort, would Luckenbach be eligible under the 
present terms of the bill to qualify for some of these ships if they 
sO desired? 

\Ir. Forr. I think they would be eligible under the terms of the 
bill, except for the fact that the bill is limited to operation of the new 
vessels in the coastwise trade, whereas they go in intercoastal trade. 

Furthermore, the nature of their operations in the intercoastal 
trade makes this bill completely unfeasible as far as turning vessels 
in is concerned. They need their vessels in the intercoastal trade, 
and they operate efficiently there. 

For that reason the bill, of course, may be tailor made to one 
company but it is completely useless to our company the way it is 
presently drafted. But we don’t object to it. 
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Senator Ervin. You don’t object to it if left in its original form, 
restricted to coastwise trade. 

Mr. Forr. That is right. 

Mr. Luckry. Thank vou. 

Senator Ervin. Thank vou Mr. Fort. 


STATEMENT OF J. FRANKLIN Fort, REPRESENTING LUCKENBACH STEAMSHIP CoO,, 
Inc, 


My name is J. Franklin Fort. IT am a member of the law firm of Kominers & 
Fort of Washington, D.C. We represent Luckenbach Steamship Co. in Washins 
ton, and have been asked to appear to state that company’s position with respect 
to 8S. 3877. Mr. James Sinclair, the president of the company, would ordinarily 
testifv in these circumstances, but he is presently out of the country. 








Luekenbach has operated in the intercoastal trade continuously for over 50 
vears. It now operates a regular weekly interecoastal service, with 8 C—3 vessel 
ind 2 ¢ t vessels, between Atlantic coast and COR ports DV Way Ol 
Panama Canal. It also owns four additional C—2 vessels, whieh are us: d in 
trades as cargo offers. The company has an investment of some $20 millir 
ships, whieh it purchased under the Ship Sales Aet 

Luckenbach does not object to this legislation in its present form, pro. id 7 11 
is made clear than the tankers which are to be chartered, and the new vessels 
which are to be constructed, shall be operated only in the coastwise trade, 
shall not be operat din the intercoastal trade or in the coastwise trad ( 
manner as to compete with Luekenbach’s servic The company understat 
from the statements made at the hearings, that the is enti m the pa 
of Pan Atlantic to operate this service in the intercoastal trade through the Panan 
Canal This also follows from the language of the bill which, through 
operation to “United States domestic coastwise trade.’ 

Luckenbach offered at the House he rings, and offer he rewit! an ; endn 

hich will confirm the intent of the bill in this respect, and eliminate possi! 
of competition to Luekenbach We ask thai this amendment | 1! porated 
the record. The amendment, in substance, provides th: o vessel char 
under the legislation, and no cargo tankship so constructed, rll « wry cars ( 
any portion of a movement across the line represented by 110 est. longitud 
This amendment is somewhat unusual in form, but it will serve to make clear the 
meaning of the legislation. The line of 110° west longitude runs through Stat 
in the Far West. The limitation would prevent the vessels from carrying cargé 
by vessel to gulf ports, which is thereafter destined to be carried overland 
California or the Pacific Northwest, or to other points in the United States 
of 110 longitude, 

Pan Atlantie’s operation in the Atlantic and gulf coastwise trade will 1 
complete with Luckenbach’s service if the restrictive amendment which we 
suggest is adopted, and Luckenbach will not be prejudiced. If, however, Par 
Atlantic intends to expand its truck operation into the territory referred to 
the amendment suggested by Luekenbach, or if the bill is amended to inelude the 
intercoastal trade, then Lueckenbach objects to the legislation on the ground t} 
it represents private legislation which grants to a competitor a substantl 1 |e 
lative advantage in the nature of a subsidy not available to Luckenbach. 

Pan Atlantic, in a supplementary statement before the committee regarding 
S. 3877, says that the amendment which Luckenbach suggests is impractica 


rgo moving over its 





on the ground that Pan Atlantic could not refuse to accept ¢: 
route, even though such cargo is destined to an area beyond the general 
served by such carrier. The supplementary statement says 

“The effect of the amendment, as I understand it, would be to require the 
operator of such vessels to police the movement of all cargo so us to exelude at 
cargo that might move part way by coastwise trade and thence to destination or 
the east coast or Allantic and gulf coasts by rail or truck.”’ [emphasis supplied. 

It is apparent from the supplementary statement that there has been a 


inadvertent misunderstanding of the scope of Luckenbach’s suggested amendment 
The amendment would impose no such restriction as indicated. It would impo 


restriction only with respect to any cargo moving beyond LLO° west longitude 
Which line passes through the States of Montana, Wyoming, Utah, and Arizona 
None of the movements mentioned in the foregoing quotation would be in this 
area. 
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Concerning the suggestion that the amendment is impractical, even if it limits 
operation only into the area beyond 110° west longitude, there are two answers. 
First, Pan Atlantic proposes to use its own containers for the operation, and can 
limit the area to which they are sent. Second, they may, as authorized by the 
specific terms of the legislation, decline to accept cargo which may be offered for 
transportation on a through bill of lading (partly by their vessels, and partly 


overland to destination) from Atlantic ports to the area to which their operations 
limited by the amendment We, therefore, believe that the Luekenbach 
imendment is workable, and should be adopted if the bill is reported favorably. 
The amendments suggested by the Maritime Administration are far reaching 
ind important, and broaden the scope of this bill far beyond the program con- 
templated by 8. 3877 As to these amendments, we urge that a new draft of the 
bill b intro luced, on which the entire st amship mdustry Lea have an Oppor- 
tunity to be heard. These amendments were first suggested on June 11, 1956, at 
the House hearings, and the time has been too short for a complete study. The 


amendments would cause this legislation to overlap in practically all respects 
he chartering provisions of the Ship Sales Act, the 


} 


xisting legislation, such as t 


the trade-in and build legislation of 1954 (Publie Law 574, 83d Cong.), and seetion 
510 (among others) of the 1936 act. The only major change in existing legislation 
would be to permit the chartering of tankers. Full hearings should be held on 
such amendments, not only to give reasonable opportunity for industry comments, 
but also to reconcile the bill as so amended with existing legislation 


\MENDMENTS PROPOSED BY LUCKENBACH STEAMSHIP Co., INC., TO S. 3877 


1. Insert as new subparagraph (4) of section 1 (f) (renumber present subpara- 
graphs 4 and 5, as 5 and 6, respectively 

“No chartered tanker shall carry cargo on any portion of a movement (by any 
one or more modes of transportation) between any point east of longitude 110° 
west, and any point west thereof.’’ 

2. Insert as new sentence in section 3 after second word on line 21 of page 4: 

‘No cargo tankship constructed pursuant to this Act shall carry cargo on any 
portion of a movement (by any one or more modes of transportation) between any 
point east of longitude 110° west, and any point west thereof.’ 

Senator Ervin. Mr. Williamson? We will note for the record that 
Mr. Hugh Williamson, vice president, Association of American Ship 
Owners, should he desire to insert for the record a written statement, 
such statement will be accepted any time within the next 2 days. 

Mr. McLean, with reference to the trade-in of the C-—2’s, does the 
Government have an actual need for those C—2 vessels? 

Mr. McLean. They won’t let us trade them out. We tried to get 
permission to transfer them foreign, and we would never have come 
with the program if they had let us trade them foreign. 

Senator Ervin. That is one of the conditions under which you got 
the ships, that your company acquired the sbips under the condition 
that they cannot trade them to any foreign flag. 

Mr. McLean. No, sir. But they would not. We asked that they 
let us transfer them foreign. They said, ‘‘no; we need them in the 
reserve fleet. We can’t let a 16-knot ship go foreign.” To answer some 
of Mr. Prince’s arguments, that he was arguing about, the cost to the 
Government, if the Government had to replace those 20 ships, the 
(‘-2’s, say we had a war in the next 2 or 3 vears and we had to replace 
them, the replacement cost of those ships is between $5 million and 
$6 million each. And they are just about as good as new. We have 
painted them and kept them in excellent shape. They are good for 
25, 30, or 40 years. 

Senator Ervin. They are actually in operation now? 

\ir. McLean. Yes, sir. So the intangibles in this bill are greater 
than stipulated or indicated on that sheet. 

Mr. Luckey. What do you estimate the cost of the new supercargo 
ships? 
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Mr. McLean. Between 9 and 10 million dollars apiece. 

Senator Ervin. In other words, your position is that you don’t 
oy e any estimate here of what benefit they will be to the Government 
to have these additional tankers available for use? 

Mr. McLean. We don’t make any claim for that. Neither do we 
make any claim for the real value of the C—2 in case of an emergency. 
It would cost $5 million to $6 million each to replace them. And we 
would have to build thousands of them. 

Senator Ervin. At this point there will be incorporated in the 
record a letter from Rear Adm. W. R. Sheeley, Assistant Judge 
Advocate General of the Navy, dated June 12, 1956, addressed 
Chairman Magnuson, and one from the General Accounting Office, 
dated June 14, 1956 and a statement from Hugh S. Williamson, 
vice president, Association of American Ship Owners. 

(The letter of Rear Adm. W. R. Sheeley, Assistant Judge Advocate 
General of the Navy, dated June 12, 1956, is as follows: ) 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., June 12, 195¢ 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. ( 

My Dear Mr. CuHarrMan: Your request for comment on 8S. 3877, a bill to 
promote the development and rehabilitation of the coastwise trade, to encourage 
the construction of new vessels, and for other purposes, has been assigned to this 
Department for the preparation of a report thereon expressing the views of the 
Department of Defense. 

S. 3877 would authorize the Secretary of Commerce to bareboat charter to 
United States citizens 17 named T2-SE-—A2 and 3 named T2-SE-A1 tankers now 
in the national-defense reserve fleet. It is further provided that the tankers must 
be chartered in pairs or in multiples of 2 and that, for every 2 chartered, the 
charterer must agree to have constructed, in United States shipyards, 1 dual 
purpose cargo-tankship of not less than 32,000 tons deadweight If all 20 vessels 
were chartered, therefore, the charterers would be obliged to contract for the 
construction of 10 new vessels. In addition, each charterer would be required to 
install, at his own expense, on each vessel chartered, an upper deck for the carriage 
of cargo containers. 

he Department of Defense supports this bill in principle because it would result 
in a substantial amount of construction work for private shipyards in the United 
States and would thereby provide a substantial addition to the mobilization 
readiness of these shipyards. 

There are, however, some technical deficiencies apparent in the bill. Seetion 11 
of the Merchant Ship Sales Act of 1946, as — (50 U. S. C. App. 1743 


provides in part “‘* * * Unless otherwise provided by law, all vessels placed i 
such reserve [national-defense reserve fleet] shall be preserved and maintained by 
the Commission for the purpose of national defense. A vessel placed in sueh 


reserve shall in no case be used for any purpose whatsoever except that any such 
vessel may be used for account of any agency or department of the United States 
during any period in which vessels may be requisifioned under section 902 of the 
Merchant Marine Act, 1936, as amended (46 U, 58. C. 1242), and that any such 
vessel may be used under bareboat charter entered into pursuant to authority 
vested in the Secretary of Commerce on July 1, 1950, or granted to the Secretary 
of Commerce after such date.”’ This provision of law makes it evident that the 
intent of Congress, in creating the national-defense reserve fleet, Was to assure thi 
availability of vessels in this fleet to the United States for purposes of national 
defense. 

The foregoing is in part implemented by the memorandum of agreement 
between the Department of Defense and the Department of Commerce dated 
July 1, 1954, which states that “Ships of the MSTS operating nucleus fleet which 
are replaced or no longer required by MSTS will be placed in the national-defense 
reserve fleet for preservation and would be available to MSTS for use in an 
emergency.” 
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ikers transferred to MS'TS from the national-defense reserve fleet 
In the light of current procedures, it is believed that the wording of the bill, 
sol is it specifically names the tankers to be made available for charter inwy 
0 restrictive The changing composition of the reserve as described above 
ides practical implementation if the list of vessels to be available is confined 
to tho named in the bill. The actual ships xuthorized for charter should be 
resolved by the Maritime Administration and the applicant with the approval 
f th seers of Na i nstance Accordingly, it is recommended 
i I] bye rie d to a I mv rv oil Commerce to charter T2 
So elt ( ot e | if 1 St s, Without namn vessels or specify ing any 
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ComPT! ER G RAL OF THE UNITED STATES, 
Washi, fon June 14 1956 
i WARREN C, Mac sO 
( ne (om tf or I? fersta nad } 0 ( Commerc 
lnited States Senate 
Dear Mr. Cuan v2 Reference made to your letter of Mav 18, 1958, en- 
) copv of 8S. 3877, 84th Congress, 2d session, entitled ‘“‘A bill to promote 
elopn and rehabilitation of the coastwise trade, to encourage the 
construction of new vessels, and for other purposes”? and inviting our comments 
earn 
S. 3877 would thorize the Secretary of Commerce to charter, in multiples of 2, 
l7 name T2-Sk-—A2 tankers, 3 named T2-—SE—A1 tankers, and such other T2- 
SE-Al and T2-SE-A2 tenkers may be ar dfor. All of the vessels named in 
Dit re var-built vessels The charterer would be required to have con- 
structed, in a United States shipvard, one new cargo-tankship for each 2 tankers 
irtered The bill would also authorize the charterer to trade in 2 war-built 
irv-care essels in exchange for an allowance of credit to be applied ipon the 
st of each new eargo-tankship constructed It would permit the owner of the 
trade-il essel to charter it from the Government for any period of time until 
‘ rv of ew cargo-tankship. 
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inasmuch as the bill proposes to grant authority to the Secretary to charter 
any T2-SE—Al and T2-SE-—A2 tankers in the reserve fleet for which an applica- 
tion therefor may be received, no purpose is perceived in identifying 17 T2-Shk—Al 
and 3 T2-SEK-A2 tankers by name. At the present time, there are only 17 T2- 
SE-A2 and 18 T2-SE-—Al1 tankers in the reserve fleet. The Secretary of Com- 
merce, in a letter dated June 6, 1956, agreed to the permanent transfer of 10 of the 
T2-SK—A2 tankers to the custody of the Department of the Navy. Also, we have 
been informed by representatives of Maritime that the Department of the Navy 
has indicated an intention to request transfer of the remaining 7. In addition, 
legislation has been introduced for the sale of certain of the tankers named in the 
bill. We have reference to House Joint Resolution 632 and House Joint Resolu- 
tion 633. 

The actions contemplated by the bill in respeet of charters and trade-in of 
vessels parallel similar actions authorized by the Merchant Marine Act, 1936, and 
by the Merchant Ship Sales Act of 1946. However, the terms and conditions 
under which these actions would be authorized in the bill differ in various respects 
from those specified in the above acts. 

Under the bill, the charter-hire rate for any tanker chartered would be 15 
percent per year of the tanker’s statutory sales price computed as of the date of 
charter in accordance with the provisions of section 3 (d) of the Merchant Ship 
Sales Act of 1946, but without regard to the floor price fixed by that section. 
This differs from the charter provision of the 1946 act in that the statutory price 
on which the charter hire rate is based cannot be less than the floor price. The 
significance of the difference is evidenced by the fact that the statutory sales price 
of a T2-SE-—A2 tanker, computed in accordance with the bill, would be approxi- 
mately $845,000, while the floor price would be approximately $1,600,000. Stated 
another way, the proposed deletion of the last two sentences of section 3 (d) results 
in a charter hire of approximately $127,000 per annum while section 3 (d) without 
such deletion would require charter hire of approximately $240,000 per annum. 
Charters made under the terms of the Merchant Ship Sales Act of 1946, require 
that the charter hire agreements contain provisions for additional charter hire 
in accordance with section 709 (a) of the Merheant Marine Act, 1936. However, 
the bill does not require that such provisions for additional charter hire be in- 
cluded in the charter hire agreements. 

S. 3877 would require the Government to bear the cost of breaking-out and 
laying-up and of placing each tanker chartered in good operating condition, in- 
cluding class. It has been the policy of the Administrator to require the charterers 
to bear such costs initially and to take such costs into account in the determination 
of. additional charter hire. These costs could be substantial if major bulkhead 
and reapir work is required to place a tanker in good operating condition, including 
class, since Maritime representatives have estimated that the cost per vessel for 
breaking-out and laying-up would be approximately $200,000, and for major 
bulkhead and repair work, approximately $750,000. If the charter hire is approxi- 
mately $127,000 per annum, and major bulkhead and repair work was involved, 
the charter hire over the 5 year period would not cover the Government’s costs. 
However, the vessel would be returned to the reserve fleet in a considerably im- 
proved condition. 

The bill would authorize the trade-in of two war-built dry-cargo vessels for 
each new cargo-tankship constructed. The allowance of credit on each trade-in 
vessel would be an amount not less than the fair market value of a comparable 
vessel if sold for operation under foreign registry or flag. This formula con- 
stitutes a significant deviation from that provided in section 510 (d) of the 1936 
act, which states that the allowance shall be the fair and reasonable value as deter- 
mined by the Administrator, with consideration to be given to (1) the scrap 
value, (2) depreciated value, and (3) market value. In other words, the formula 
in the bill removes the administrative discretion to determine the fair and reason- 
able value of a trade-in vessel and requires the world market value to be consid- 
ered a “‘floor’’ on the trade-in allowance. No “ceiling’’ is provided. The effect 
of the formula in the bill is clearly shown by a recent agreement for the trade-in of 
7 war-built dry-cargo vessels on which the trade-in value was determined to be 
$950,000 per vessel while the foreign market value was reported to be approxi- 
mately $1,300,000. We believe that the trade-in allowance provisions of this bill 
should be the same as those of seetion 510 (d) of the 1936 act. 

Section 1 (f) (2) of the bill provides that the undepreciated cost of the required 
deck installation shall be recovered by the charterer if the charter is terminated 
prior to the end of its 5-year term for any reason not the fault of the charterer, 
or if the vessel becomes a constructive or actual total loss. Such a requirement 
would appear equitable if the Government terminates the charter prior to its 
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normal expiration and receives the benefit of the upper deck installation. How- 
ever, we perceive no valid reason for requiring the Government to act as the 
charterer’s insurer of the undepreciated cost of the deck in event of the total 
loss of the vessel. 

Section 1 (f) (3) provides that the chartered vessels are restricted to coastwise 
trade unless, with approval of the Secretary of Commerce, it operates for the 
account of any department or agency of the United States in another trade. It is 
noted that no such exception is provided in section 3, respecting the new cargo- 
tankships to be constructed. 

The declared purposes of the bill are to assist coastwise trade and promote 
construction of new vessels. This is a matter of national policy for consideration 
by the Congress. We believe, however, that insofar as may be compatible with 
the accomplishment of the purposes of the bill, the terms and conditions should 
be consistent with those specified in existing legislation authorizing the same 
types of activities. 

Sincerely yours, 
JOSEPH CAMPRELL, 
Comptroller General of the United States. 


STATEMENT OF HuGHS. WILLIAMSON, VICE PRESIDENT, ASSOCIATION OF AMERICAN 
SHIP OWNERS 


My name is Hugh 8. Williamson. I am an attorney at law and vice president. 
of the Association of American Ship Owners. Our offices are at 76 Beaver 
Street, New York, N. Y., and at 1317 F Street NW. here in Washington. 

Our association is interested in the provisions of 8. 3877 that relate to the 
chartering of 20 war-built Government-owned tankers. Because the bill involves 
a radical departure from the letter and the spirit of the Merchant Ship Sales Act 
of 1946, we think it should have very careful consideration by this committee. 

The chartering provisions of the 1946 act applied to dry-cargo ships only. 
Tankers were not made available for charter and their exclusion appears to have 
had its origin in the Senate Committee on Commerce which, in its report, said in 
part: 

“Under the bill there is no provision for charter of tankers. Charter of tankers 
presents a special problem and it has not appeared desirable to the committee to 
permit charter of tankers among other reasons because of the possibility of such 
use of tankers as to be prejudicial to an eventual sale and with unfair advantage 
to a charterer.” 

The language of the Senate bill that restricted chartering to dry-cargo ships was 
approved by the Senate. Later it was accepted by the conference committee and 
eventually it was enacted by the Congress. 

None of the members of our association operates tankers, so we are not in a posi- 
tion to testify as to the probable effect on the market of adding the liquid cargo 
carrying capacity of these 20 vessels to that which already exists in the domestic 
trades. But before acting on the bill, this committee will no doubt want full 
assurance that this additional tonnage can be assimilated without demoralizing 
or disturbing effects 

The provisions of this bill that are of particular interest to our members are 
those that would make it possible for these Government-owned tankers, chartered 
on very favorable terms, to carry dry cargo and thus to compete with privately 
owned dry-cargo ships in the domestie trades. It seems only fair and equitable 
that owners who purchased ships from the Government under the Ship Sales Act 
or who have built ships since the war should not be subjected to the competition 
of Government-owned ships, and this seems particularly true when the Govern- 
ment-owned ships would be made available at charter rates substantially below 
both the current market and rates established by the Ship Sales Act. We submit 
that at the very least private owners should have the protection that is afforded by 
section 5 (e) (1) of the 1946 act. That subsection was added in 1950 after very 
careful consideration here and in the House Committee on Merchant Marine and 
fisheries. Originally all chartering authority under the act was scheduled to 
expire December 31, 1947. But it was extended successively to March 1, 1948, 
March 1, 1949, June 30, 1949, and June 30, 1950. As the last date approached, 
strong opposition to a further extension was expressed by those who had made 
substantial investments in the purchase of ships. They pointed out that charter- 
ing was intended as a temporary, transitional measure. They objected that they 
had bought in good faith and that they should no longer be faced by the competi- 
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tion being offered by Government-owned ships under charter. After extensive 
hearings, the issues were resolved in what time indicates has been a fair and 
equitable manner. 

At the 1950 hearings, both industry and Government witnesses testified that 
there was a need to put an immediate end to general chartering under the 1946 
act. But at the same time it was acknowledged that authority should exist 
which would permit chartering in certain special circumstances that then existed 
or that might well arise in the future. 

The solution adopted was enactment of Public Law 591, Slst Congress, which 
amended the chartering provisions of the Ship Sales Act in important respects. 
After June 30, 1950, war-built dry-cargo vessels owned by the United States 
could be chartered for bareboat use only in a service which in the opinion of the 
Federal Maritime Board (1) was required in the public interest, (2) was not 
adequately served, and (3) for which privately owned American-flag vessels were 
not available for charter by private operators on reasonable conditions and at 
reasonable rates. 

Before charters were awarded under the 1950 amendment, the Federal Maritime 
Board was required to give due notice to all interested parties and to afford an 
opportunity for a public hearing. The Board was then obliged to certify its 
findings to the Secretary of Commerce, who was authorized to include in such 
charters such restrictions and conditions as the Board determined to be necessary 
or appropriate to protect privately owned vessels in competition with vessels 
chartered under the amendment. Finally it was provided that the charters be 
reviewed annually to determine whether conditions exist justifying their con- 
tinuance. 

Adoption of the 1950 amendment and the procedure under it served to quiet 
the complaints that had been directed at the chartering of Government-owned 
ships. xperience indicates that it has worked well and we therefore think that 
the same conditions should be imposed if Government-owned tankers are to be 
chartered to carry dry cargo. 

Yor the reasons stated, we earnestly urge that the bill 8. 3877 be amended in 
accordance with these views. 


Senator Ervin. On behalf of the committee I want to thank all the 
witnesses for appearing and giving us the benefit of their views with 


respect to this proposed legislation. 
he committee is adjourned. 
(Thereupon, at 5:35 p. m., the committee was adjourned.) 


Xx 








